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HASTINGS and THANET 


3: ] IMPORTANT NEW 
4 “TERM SHARES” for Savers! 


One of the Fsere bon Societies, with great Reserves and liquid strength, 
now offers discriminating savers a NEW “‘TERM SHARE” PLAN 
for sums from {£250 to {£2,000 withdrawable at six months’ notice, 


Interest 32% net, g = to £6.10.5d.% to anyone liable to 
Income Tax at the vr Bast g Ho 


REGULAR SAVERS can earnanet —)>p> 4% 
net for Fully-Paid Shares—{1 to £5,000 
34% INCOME TAX PAID BY THE SOCIETY 
Without obligation call or write for our booklet, ** Profitable Investment” 


Hastings andl wane 


BUILDING SOCIETY 


Established over 100 years Assets £20,000,000. Reserve Strength £1,000,000 
Head Offices: HASTINGS and RAMSGATE - LONDON: 99 BAKER STREET, WL : 
BRANCHES AND AGENCIES THROUGHOUT THE COUNTRY 


ey Martins Hank 


KES Bankers since 1831, Martins now 
operates over 600 branches throughout 
England, Wales, the Isle of Man, and the 
Channel Isles, and has agents and 
correspondents throughout the world. 


Total Assets (at 30th June 1956): £328,947, . 
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DISTRICT OFFICES 

London: 68 Lombard Street EC3 

Liverpool: 4 Water Street 2 

Midland: 98 Colmore Row Birmingham 3 

Leeds: 28-30 Park Row 1 

Manchester: 43 Spring Gardens 2 

North Eastern: 22 Grey Street Newcastle upon Ty 


MARTINS BANK LIMITED HEAD OFFICE 4 WATER STREET LIVERPOOL 2 
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ACCOUNTING AND ADDING MACHINES 


THE NATIONAL CASH REGISTER COMPANY LTD 206-216 Marylebone Road London N.W.1 PAD 7070 





is your office 
subsidiary 

eee Or ] 
all embracing? | 


£ for £, the use of machine accounting methods 
can save as much for small offices as they can a 


for large ones. It is simply a matter of 





well-planned systems and appropriate well- 
installed machines. With the world’s most varied | 
range of ‘comprehensive’ and ‘specialist’ models 
at their command (over 70 standard models alone), 
National's system consultants can plan for you 


eracily the system you need. Our surveys 





and reports are absolutely free and gladly given 


without obligation. May we confer? 


standard models 






1. “Small Office’’ BOOKKEEPING MACHINES 
to bring the advantages & economy of 
fully integrated machine accounting 
within the financial compass of 
small offices. 


2. All-Purpose ACCOUNTING MACHINES 
instantaneously adaptable to take 
anything & everything in their stride 
Multi-Total. All electric typewriter 
for unlimited description. 


3B. High-Speed ADDING MACHINES to list 
and total almost anything far faster 
than ever before. When used for 
calculation both factors and results 
are printed out in sequence order. 


Demonstrations on request 
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MR F. A. RUSHTON 


who was recently appointed deputy chief general manager of the District 
Bank. 











BEHIND THE SYMBOL 





The term ‘* character "’ as applied to paper is as 
familiar as it is difficult to define. 

The dignity and authority imparted by any document owe 
much to the character of the paper used. 

First impressions are important. We re-act favourably 
to that which pleases us and resent, however 

vaguely, the incongruous and tawdry. 

In this age of compromise few things have escaped the 
challenge of cheap imitations and paper is no 
exception. But there is no real substitute for rag-based 
papers made to rigid specifications governing the 
strength, appearance and stability of the finished sheet. 
Such papers are guaranteed 


by this symbol. 


‘There is hardly anything in the world that 


some man cannot make a little worse 
and sell a little cheaper and the people 


who consider price only are this 


RUSKIN 





BRITISH STATIONERY COUNCIL 
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A Financial Notebook 








Oil Supplies Now 

Tue outbreak of hostilities in the 
Middle East and the Anglo-French 
intervention in them occurred as this 
issue of The Banker was going to 
press. ‘The political and economic 
consequences, inevitably far-reach- 
ing, as yet defy estimation. But it is 
evident that the problems of Middle 
East oil supplies—to the study of 
which we devote a substantial part of 
this enlarged issue—now move to 
the very centre of the economic 
stage. One postscript is needed to 
our study: if this new emergency 
seriously disrupts the oil flow, the 
Americans may be less flexible in 
the devising of alternative supplies 
than they would have been in the 
summer. 


Autumn Stock-taking 

The budgetary implications of the 
new emergency cannot be gauged 
from the summer’s_ experience. 
The Chancellor, in his traditional 
stock-taking at the bankers’ dinner 
at the Mansion House, promised a 
further batch of economies—later 
announcing £174 millions—and de- 
clared that the Exchequer returns 
for the first half-year (which suggest 
a substantial deterioration on esti- 
mates) “‘ give me no reason to fear 
that the broad structure of the 
budget will not be maintained ”’. 
The military precautions have been 
costing about {1 million a week. 

Mr Macmillan’s assessment of the 
wider prospect was cautiously opti- 
mistic. He applied to the fight 
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against inflation the Duke of Welling- 
ton’s words at Waterloo: “ Hard 
pounding this, gentlemen; let’s see 
who will pound longest ”’. The City, 
however, seizing upon a remark of 
the Governor of the Bank of England 
at the dinner, promptly started to 
talk gilt-edged up and bill rates 
down. 

The markedly better tone in gilt- 
edged has drawn support also from 
the encouraging indicators of the 
external balance. Sterling staged a 
small but impressive recovery early 
last month, which for the most part 
was subsequently held; whilst the 
payments surplus in the first half- 
year of £144 millions (counting in 
defence aid) was rather better than 
expected. The Chancellor was able 
to point to an increase of 10 per 
cent in export receipts (and 6 per 
cent in export volume) against a 
fractional increase in payments for 
imports. 


No Bank Rate Commitment 


Mr Macmillan fully recognized 
the contribution to the external re- 
covery made by the slackening in 
the pace of the boom; and he noted 
that exports have not yet obtained 
the full benefit expected to flow 
from the reduced pull of the home 
market. Yet, as Sir Oscar Hobson 
emphasizes on page 674, he was 
again disconcertingly equivocal about 
the role of monetary policy. Mr 
Cobbold, however (whose important 
references to monetary policy and 
technique are discussed and reported 











verbatim in a later article), pointedly 

reiterated that the policy remains 

flexible: 
Certainly no commitment has been 
given, or will be given, to anybody 
about the future course of Bank rate. 
As usual it will be considered week 
by week and left unchanged or altered 
in either direction as circumstances 
require. But we shall obviously feel 
more comfortable when circumstan- 
ces justify a somewhat lower pattern 
of short-term interest rates. 


After the Chancellor’s June speech, 
this reaffirmation is very welcome— 
despite the uncertainty caused by 
the last sentence. 


Britain’s Half-year Surplus 


The surplus in Britain’s current 
balance of payments of £144 millions 
(£135 millions before crediting de- 
fence aid) in the first half of 1956 
compares with a deficit now esti- 
mated at {107 millions in the 
seasonally unfavourable second half 
of last year and a surplus of {£18 
millions (but a deficit of £15 millions 








if defence aid is excluded) in the 
first half of 1955. As the table 
below shows, practically the whole 
improvement has been in the balance 
with non-sterling countries—trans- 
formed from a deficit of £94 millions 
in the first half of 1955 to a surplus 
of £31 millions. The improvement 
in Britain’s balance with the dollar 
area alone has been still more 
marked—from a deficit of 76 
millions to a surplus of £61 millions. 
The improvement of £162 millions 
in the current balance with all areas 
between the two first half-years has 
been entirely attributable to the 
reduction in the visible deficit. 


In the capital accounts, the official 
statisticians tentatively estimate that 
Britain’s commercial long-term in- 
vestment overseas has fallen to £50 
millions in the first half-year—com- 
pared with £125 millions in the 
whole of 1955 and £200 millions in 
1954; investments in the sterling 
area are estimated to have dropped 
to £25 millions, from £100 millions 
in 1955 and £175 millions in 1954. 


UK CURRENT BALANCE OF PAYMENTS 
(£?millions) 


Imports (fob) 
From: Rest of sterling area 
Non-sterling areas 


Total... ini 

Exports and re-exports (fob) 
To: Rest of sterling area 

Non-sterling areas .. 


Total 
Visible balance 
With: Rest of sterling area 
Non-sterling areas 


otal .. a mA ; 
Invisible balance (including defence aid) 
With: Rest of sterling area 
Non-sterling areas 


Total... i - 
Current balance (including defence aid) 
With: Rest of sterling area 
Non-sterling areas 


Total 

















July-Dec, Jan-June, July-Dec, Jan-June, 

1954 1955 1955 1956 
634 725 678 710 
907 971 1,057 1,022 
1,541 1,696 1,735 1,732 
659 716 690 737 
733 811 848 958 
1,392 1,527 1,538 1,695 
-~ 25 - 9 - 12 27 
— 174 — 160 — 209 - 64 
— 149 — 169 — 197 — 37 
141 421 95 86 
i 38 t- 66 _ 95 
-179 187 90 181 
166 112 +-107 1 413 
— 136 — 94 — 214 31 
30 18 ~ 107 144 























The sterling balances—now shown 
after excluding overseas loans to the 
UK Government expressed in ster- 
ling—fell, on the new basis, £21 
millions in the half-year. The hold- 
ings of foreign countries fell sharply 
by £44 millions to the low level of 
£649 millions, whilst those of the 
colonies rose by a further {21 
millions, to the new peak of £1,301 
millions; other sterling area holdings 
were almost stable at £1,600 millions. 


Charges for HP Collections 
The clearing banks have decided 


to introduce, as from February 1, a 
standardized charge to their finance- 
house customers of Is for each credit 
to their accounts that results from 
over-the-counter cash lodgments 
made by debtors under hire-purchase 
agreements. This decision, which 
has involved the banks in a much- 
publicized dispute with the finance 
houses, springs from the big expan- 
sion of hire purchase in recent years 
and from the fact that a high pro- 
portion of the monthly payments for 
consumer goods are made in cash in 
this way (weekly instalments are 
usually collected direct, by or on 
behalf of the finance house). As 
persons with banking accounts gener- 
ally make their HP payments by 
cheque or standing order to their 
bankers, it follows that most of the 
vast increase in the work of the banks 
in handling these cash lodgments 
results from the transactions of non- 
customers, who at the bank offices 
most affected often cause serious 
congestion and delays, to the incon- 
venience of bank customers. 

The finance houses do not dispute 
the reasonableness of a charge, but 
they contend that since it is the 
duty of a debtor to “‘ seek out ’’ and 
pay his creditor, the 1s should be 
collected by the clearing banks from 
the person making the lodgment, as 
is now done by the Scottish banks. 
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The clearing banks have also been 
criticized on the hypothesis that 
they will be making an additional 
charge and will be “‘ discriminating ”’ 
against hire-purchase business. But 
in fact some finance houses are being 
charged on this principle already, 
though usually at less than 1s per 
lodgment, and all of them may be 
presumed to be paying for the ser- 
vice in one form or another; where 
there is no specific charge, the work 
done for them in this as in other 
ways will be brought into the assess- 
ment of the general charge, and/or 
the requisite minimum balance, for 
conduct of the account as a whole. 
The new procedure, which in some 
instances will presumably afford 
grounds for renegotiation of the 
general charges, will not “single 
out”’ the finance houses for special 
treatment: standardized _ specific 
charges are already employed by the 
clearing banks in the analogous case 
of cash lodgments made for account 
of such customers as the electricity 


boards. 


Charge Non-customers ? 


In any case, the clearing banks 
are standing firmly by the principle 
that the facilities they offer, and 
especially the branch facilities, exist 
for the benefit of customers, who 
alone must bear the cost of work 
done on their behalf. Aside from 
the principle as such, the banks 
refuse to risk the disputes, diffi- 
culties and additional delays that 
would be likely if they sought to 
charge the non-customers who make 
HP lodgments. Conditions in Scot- 
land, they point out, are not com- 
parable, because bank charging prac- 
tice in general differs widely from 
English practice, and because in 
hire-purchase collections the Scottish 
banks apparently had no alternative 
but to charge the HP debtors, since 
most of the lodgments are believed 











to be for credit to finance houses 
whose banking accounts are with 
clearing banks. 

The Finance Houses Association 
regards the new procedure as un- 
acceptable, declaring that the charge 
would be a severe burden upon 
houses engaged in consumer finance. 
It is therefore proposing to advise 
its members to ask their debtors to 
pay by other means, presumably by 
remitting postal orders. Such a 
change could throw a big burden 
upon the Post Office, but it remains 
to be seen how far it will go. The 
finance houses dislike the charge; 
but many of them may dislike even 
more the new flood of mail, and the 
_ checking and collecting of postal 
orders, that the alternative would 
involve. 


Bank Liquidity: Warning Bell? 

The “warning bell” to the 
Government, as the Governor of 
the Bank of England characterized 
a rising bank liquidity ratio last 
month, reached a new pitch of 
urgency with the publication of the 
September statements of the clearing 
banks. ‘Total holdings of liquid 
assets rose by {74.8 millions, ad- 
vances—partly under the influence 
of repayments by state industries 
financed by Treasury bills—plum- 
meted by {70.7 millions; whilst 
investments rose by only 28.8 
millions, making good less than two- 
fifths of the decline resulting from 
the maturity of unconverted War 
Bonds at mid-August. The upshot 
was that net deposits rose by £34 
millions (slightly more than season- 
ally) and the liquidity ratio from 35.6 
to 36.9 per cent—compared with 
33.5 per cent in September, 1955, 
and 33.7 per cent in 1954. 

The fall in advances was second 
only to the record drop of {123.1 
millions, in the September period of 
1955, that resulted mainly from 
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repayments by the utilities from their 
public issues. The latest banking 
period, from August 15 to Septem- 


Sept 19, Change on 
1956 Month = _ Year 
{mn {mn £mn 
Deposits .. 6270.3 -28.0 — 74.4 
‘Net’ Dep* 6041.7 +340 -— 66.5 
o/ 
Liquid 
Assets 2314.6 (36.9) +-74.8 4-189.7 
Cash ; 505.2 (8.1) -15.6 — 20.8 
Call Money 413.8( 6.6) + 4.9 - 82 
Treas Bills 1292.1(20.6) +75.6 -+229.5 
Other Bills 103.4 (1.7) + 9.7 - 10.8 
éé Risk bP 
Assets 3806.5 (60.8) -41.9 - 259.1 
Investments 1946.9(31.1) +28.8 -—137.0 
Advances .. 1859.6(29.7) -—70.7 -122.1 
State Bds 82.0 — 29.7 
All other 1777.6 — 41.0 


* Excluding items in course of collection. 
+ Ratio of assets to published deposits. 


ber 19, spanned by chance the first 
and the second monthly instalments 
under the new arrangements. Five 
of the seven nationalized industries 
affected received a total of {62.7 
millions from the Exchequer; they 
retained rather less than half of this 
to meet current needs and repaid, 
at mid-August and mid-September, 
£3.4 millions to the Scottish banks 
and {29.7 millions to the clearing 
banks. These repayments appear 
to have been swollen by special 
factors; the agreed rate of repay- 
ment to clearing banks by the two 
principal borrowers, the Electricity 
Authority and the Gas Council, is 
believed to be at about {£5 millions 
a month. 

The apparent fall in advances to 
other borrowers was also unusually 
large, at £41.0 millions, compared 
with {13.0 millions in August. The 
trend is encouraging, but the signi- 
ficance of a single month’s move- 
ment is always uncertain. And 
despite the support given to liquidity 
ratios, the banks continue to tread 
most warily in the gilt-edged market. 
Only three banks, as our usual 
table on page 731 shows, raised their 
portfolios in September; the Mid- 
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land, the chief holder of the uncon- 
verted War Bonds, did not, and its 
liquidity ratio, 32.7 per cent in July, 
climbed to 39.2 per cent. 


Scrapping Exchange Forms 


Another major simplification of 
exchange control took effect on 
October 22. Export declarations on 
Form CD3 are now required only 
when the value exceeds £500 fob, 
instead of £250 (although for private 
gifts in kind the exemption limit 
remains at £25). Moreover, pay- 
ments for UK imports and miscel- 
laneous commercial or professional 
payments to persons outside the 
sterling area now require completion 
of the sterling transfer form or 
exchange application form (Form E) 
only where the amount exceeds £250. 
This scrapping of formalities for 
small transactions will, it is esti- 
mated, reduce the number of forms 
to be completed and examined by 
1,300,000 a year—in export trans- 
actions by 300,000 or 37 per cent 
(but affecting only 6 per cent of the 
value of the relevant exports), in 
import payments by 400,000 or 50 
per cent (under 2 per cent by value), 
and in invisible payments by 600,000 








UNION DE BANQUES SUISSES 


UNION 
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8) 
of SWITZERLAND 


For your Banking Business in Switzerland 


Head Office: 45, BAHNHOFSTRASSE, ZURICH 


OVER 40 BRANCHES THROUGHOUT THE COUNTRY 
CAPITAL AND RESERVES: SWISS FRANCS 170,000,000 


or 45 per cent (14 per cent by value). 
Since last February, when the £250 
exemption-limit for export declara- 
tions was introduced, the forms 
required in export transactions have 
been reduced by 75 per cent. The 
limit below which the exporter is 
relieved of the obligation to obtain a 
certificate from his banker when 
payment is received remains at the 
£250 fixed when this concession was 
introduced in April, 1954. 

These welcome relaxations, it is 
important to note, relate only to 
form-filling. They do not relax 
the principles governing payments, 
whether in sterling or exchange, 
to persons outside the sterling area, 
and exporters are still required 
to obtain prompt return of their 
proceeds. 


Reserves in September 
The gold and dollar reserves of 


the sterling area rose by $52 millions 
in September—but without the re- 
ceipt of $177 millions from the sale 
of the Trinidad Oil Company they 
would have fallen by $125 millions, 
or only slightly less than their actual 
fall in August. But the deficit with 
the European Payments Union 
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dropped from £16 millions in August 
to {12 millions in September (both 
settled three-quarters in gold in the 
ensuing month). The deficit in the 
ordinary dollar accounts in Septem- 
ber was attributable to the addition 
of the continued pull of the Suez 
uncertainties in the first half of the 
month to the normally heavy seasonal 
expenditures, mainly on North 
American grain. ‘The adverse sea- 
sonal influences are now abating, 
and once the end-year instalments 
on the North American loans have 
been met and sales of sterling 
area commodities get into their 
stride the seasonal factor should be 
favourable. 


Lloyds Simplifies Its Capital— 


An important capital reorganiza- 
tion, coupled with an increase in 
dividend, was projected by Lloyds 
Bank just as our last issue was going 
to press. ‘The existing capital in- 
cludes {1,437,296 in fully-paid “ B ” 
stock that ranks for dividend, up to 
5 per cent, part passu with the much 
larger “A” capital, £17,966,195 
paid-up, in {5 shares on which 25s 
is paid and the remainder is callable 
only as “reserve liability”. To 
improve marketability and facilitate 
an increase in capital when the bank 
sees fit, the two classes are to be 
merged into a_ single fully-paid 
equity. Since the “A”’ shares, at 
their 12 per cent current rate, have 
been receiving an actual dividend 
three times as large as the 1s paid 
on the {1 “B” units, the merger is 
being attained by first reducing the 
nominal amount of each “ B” unit 
to one-third of the amount paid up 
on each ‘‘ A ”’ share—i.e. to 8s 4d— 
and then consolidating both cate- 
gories into fully-paid f1 shares. 
This gives a total of £18,565,000, 
or £838,000 less than at present, the 
difference being transferred auto- 
matically to capital reserve. Pub- 
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lished reserves are also to be streng- 
thened by transferring {1,162,000 
from inner reserves, so that total 
disclosed reserves will be raised by 
£2 millions to £17 millions. 


—And Raises Its Dividend 
The plan was approved by share- 


holders last month, and now awaits 
the sanction of the Court. The 
response of shareholders was doubt- 
less made the more sure by the 
board’s announcement that for the 
current half-year it would pay a 
dividend of 7 per cent actual, com- 
pared with 6 per cent previously 
paid on the “A” shares, which, if 
the scheme was approved, would 
also have the effect of raising the 
1956 payments on the “B”’ stock 
to {5 8s 4d per cent. The increased 
distribution—so far as concerns the 
‘“ A” shares—was not made condi- 
tional upon the reorganization, nor 
was it an integral part of the plan. 

Despite the increases made in recent 
years, Lloyds, alone among the 
clearing banks, had still not fully 
restored its dividend to the amount 
paid before the cuts of 1930-32, and 
the board had obviously been await- 
ing an opportunity to close the gap. 
This new increase, costing £185,000 
gross, will virtually do so; the “ A”’ 
rate in 1929 was 163 per cent and 
the corresponding 1956 rate will be 
16} per cent. From the reorganiza- 
tion as such the “A” shares gain 
by relief from uncalled liability, and 
thus also gain slightly in market- 
ability; in return they surrender 
3 per cent of the equity and 1 per 
cent of voting power. The “B” 
stockholders, as the much smaller 
class, gain more notably in market- 
ability, get an immediate dividend 
increase, and are likely to regard the 
chance to share in any future in- 
creases as outweighing the disad- 
vantage that henceforth they will 
also share in any reduction. 

















Towards Free Trade 


N historic reorientation of Britain’s economic policy and a great 
forward stride in the cause of economic co-operation and freedom 
in Europe may be the outcome of the studies now energetically 
being made of ways of associating Britain with the scheme for a 

Customs Union or “‘ common market ”’ that is rapidly taking shape between 
the six European powers already joined in the Coal-Steel Community. 
Thus far the British Government has taken only one final decision, and 
that a negative one. Britain could not become a full participant in the 
projected Union, since that would involve not only the gradual dismantling 
of tariffs and quotas on trade within the Union but also acceptance of the 
uniform tariff arrangements that Union members will introduce by stages 
in their trade with non-members. For Britain, acceptance of such uni- 
formity would wreck the system of preferences and gravely weaken the 
political as well as the economic ties within the Commonwealth, which is 
unthinkable. ‘The vital immediate issue of principle for Britain, therefore, 
is whether, if the Union is formed, Britain could be associated with it in 
a wider free trade area, the members of which would dismantle their tariffs 
on at least a major part of their intra-area trade but would be able to main- 
tain their several tariff systems for trade outside the area, so that the 
substance of Commonwealth preferences could be sustained. 

No decision on this issue has yet been taken. The crucial choice, whether 
to decide in principle to seek some such association as this, or to stand 
aloof altogether, will be made—as it soon must be made—in the light of 
the studies and discussions now urgently taking place. They are pro- 
ceeding between the Government and the principal domestic interests, 
notably the FBI and the TUC; within the special working party of the 
OEEC that is charged with considering the relationship with the Union of 
all OEEC countries that do not fully participate in it; and, above all, 
between the several Governments of the Commonwealth. Although the 
issue remains open, the Government has disclosed much of its hand. It 
recognizes the dangers that would be involved in standing aside from this 
European initiative, and it is no longer inhibited by the belief that the 
special relationship with the Commonwealth obliges Britain to do so. It 
believes instead that Britain—and, in the long run at least, the Common- 
wealth too—may be able to get the best of both worlds. 

These lines of thought are not the sudden development they are widely 
supposed to be. Indeed, they were foreshadowed in some detail in The 
Banker two months ago, in an article tracing the origins of the Customs 
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Union plan of the six Messina powers—Belgium, Holland, Luxemburg, 
Germany, Italy and France—and outlining the problems of British asso- 
ciation with it.* Yet these great possibilities, and these difficult problems, 
when sketched by the Chancellor and the President of the Board of ‘Trade 
early last month on their return from an exchange of views with Finance 
Ministers of the Commonwealth (on the occasion of the Bank and Fund 
meetings in Washington) burst upon a public opinion largely unprepared. 
In many circles, especially those that in the past have often accused Britain 
of dragging her feet in the drive for European unity, they have been received 
with astonishment, and even disbelief. The implied shift in attitude, 
which would reverse the emphasis that has endured in British tariff policy 
for more than a generation, and which would limit even if it did not impair 
the system of Commonwealth preferences, seems to such observers to be 
too good to be true. In particular, they find it almost incredible that this 
blow struck for the liberal world should have come from a Tory Govern- 
ment, which at home thereby risks the loss of powerful support from various 
industrial interests, excites the Empire “ crusaders”’ to a white heat of 
enchained fury, and offers new opportunities to the Opposition—if only 
because there is implied a bigger and less reversible departure from the 
principles of the closed and planned economy than has been made by all 
the freeings of recent years. 

Among such observers there still lurks the suspicion that this change of 
heart has been a hasty (and therefore possibly undependable) response to 
the lessons of the Suez crisis and America’s fluctuating attitude towards 
the dangers and problems thus raised for Europe. In fact, though these 
experiences lend much weight to the need for solidarity in Europe, neither 
the further development of the Customs Union plan nor Britain’s attitude 
towards it was thus motivated or thus sudden. It deserves to be recalled 
that every distinctive act of Tory economic policy in these past five years 
—in contrast with its mere repetitions of or variants upon the policies of 
1945-51—-has been a move towards economic liberalism; and a new drive 
for freedom in external trade, besides continuing and extending the 
principles of liberalization that have been followed under the aegis of 
OEEC, would be the logical and proper counterpart of the freeings achieved 
within the domestic economy. Indeed, aside from the reform of rent 
restriction that the Government is on the point of launching, such a drive 
offers by far the most influential and promising means of carrying further 
the whole process of establishing a rational market-place economy at home. 
But, if the Tories now wear the mantle of traditional liberalism, they do so 
without full or consistent conviction. Expediency, rather than faith alone, 
has been the decisive consideration in this reorientation. 

The key fact is that, given the promise for Europe of the initiative from 
the six Messina powers, the British Government in this second decade after 
the war had little choice. The political consequences of a new appearance 
of cold-shouldering Europe would be far-reaching and could eventually be 
grave, and the economic consequences would be even more obviously so. 


* “‘Britain and a European Common Market ”’, in The Banker for September last. 
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Not every one will see this movement in Europe as the great opportunity 
—by far the biggest for many years—that liberal observers know it to be. 
But most people whose personal interests do not blind them to the interests 
of the economy as a whole are able to see that the dangers of standing aloof 
from an economically strengthened Europe might be greater—probably 
much greater—than those of a suitable association with it. 

This fact has conditioned the first reaction of many of those whose 
traditional beliefs or political or business interests might ordinarily have 
made them hostile to any move away from Britain’s quarter-century-old 
tradition in protectionism. It explains why Tory solidarity has so far 
shed only the splinter of Empire Free Traders, why Labour has so far 
confined its comments to pleas for safeguards and provisos, and why, 
among those in industry whose attitude has yet been disclosed, favourable 
and optimistic opinions have outnumbered critical or apprehensive ones. 

There is no need to trace again the background of the problem as sketched 
here last September; nor would it be profitable, in this first broad survey 
of the impact upon public opinion, to venture into the byways and get 
entangled in the myriad thickets of technical detail and hypothetical 
statistics. Public discussion in these past few weeks has been much con- 
cerned with these, but very little has been added to what was already 
known about the intentions of the six powers and the broad shape of the 
problem as a whole. From these facts—in blue-prints that are subject to 
change—it is easy to see the dangers for Britain of staying out. 

The virtue of the plan of the six has been urged especially on the ground 
that the most effective economic growth in the modern, atomic age demands 
large productive units; that these will not arise without large “‘ common ” 
markets; and that these exist in the United States and in the Soviet world 
but not in divided Europe. ‘The Messina plan would embrace a population 
of 160 millions: and other possible adherents to the wider free-trade area— 
Norway, Sweden, Denmark, Switzerland, Austria and Britain—have a 
combined population of nearly 80 millions. ‘The attitude of the countries 
in this second group is likely to be much influenced by Britain’s own 
decision; but even if no more than the Messina six were joined in an area 
of progressive reduction of tariffs and of freer movement of labour and 
capital, the competitive power of their industries would be steadily and 
perhaps rapidly enhanced. Britain’s exporters would inevitably feel the 
weight of this competition in “ third-country ” markets as well as in the 
common market—and in parts of that market they would also have to 
surmount a higher tariff than obtains at present, since the common tariff 
of the six will be established by stages at some sort of mean of the several 
existing tariff levels of the six countries. 

It would be disastrous if such a brake were to be fastened upon the 
growth of the British economy. But the means of avoiding it are also the 
means of seizing the opportunity to share the promise of expansion—and, 
by enlarging the group, to make that promise still greater. The very 
process of reaping the advantages is one of expansion by the more efficient 
industries and firms, in the widening market provided by tariff and quota 
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relaxations, at the expense of the marginal producers. However much 
such adjustments may be feared, and however difficult the problems they 
present, they are in any economy the only means by which it can attain 
its maximum rate of growth. It should be counted as a benefit rather than 
a cost of the free trade plan that it would exert a continuing pressure making 
for changes of this kind—and yet would do so gradually and over a long 
period. In the Spaak plan of the six powers the dismantling of intra- 
group tariffs was to extend over twelve or more years, with a 10 per cent 
reduction at the end of the first year, a further 20 per cent in the next three 
years, 30 per cent in the next four years and the remaining 40 per cent 
during a final stage of at least four years. ‘The fears now being expressed 
in some circles seem to ignore the gradualness of what is being projected; 
and the European Coal-Steel experience (see page 669) has been reassuring. 

The Government has been wise to afford opportunities for public dis- 
cussion before reaching a firm decision upon the principle of association. 
But that decision must not be long delayed. If Britain is to participate, 
it is important that the form of participation, if not all the many intricate 
details, should be hammered out while the plans of the six powers are still 
’ fluid, so that there can be a due dovetailing of the Customs Union and the 
wider but looser arrangements for other adherents. 

This is especially important for the safeguarding of Commonwealth 
interests. ‘The one decision already taken by Britain for this purpose, and 
for the protection of domestic agriculture, is that its participation could 
not extend to raw or manufactured foodstuffs, feedingstuffs, drink or 
tobacco. If such produce were included, the preferences at present afforded 
to the Commonwealth in the UK market could be retained only as against 
imports from “ third”’ countries; as against imports from Europe they 
would be gradually whittled down by the dismantling of Britain’s tariffs in 
step with the general freeing of intra-European trade. ‘The precise nature 
of these exclusions is therefore of high importance for overseas members 
of the Commonwealth, and likewise for agricultural interests within Europe. 
The issues to be decided by both groups are intimately interrelated. 

Whatever safeguards of this kind were introduced, they could not extend 
to the whole range of preferences; on manufactured goods at least, the 
Commonwealth advantage over European goods in the UK market, though 
not over those of third countries such as Japan, would gradually disappear. 
Comment from the Dominions thus far seems to show, however, that such 
effects are recognized as a small price to pay for the broad advantages the 
Commonwealth might expect to reap in long run—advantages springing 
from the expansion of the European market as a whole and, eventually, 
from the enhanced ability of Britain and Europe to furnish capital for 
Commonwealth development. These ultimate advantages are of high 
promise; but they will be reaped only if Britain and the continental powers 
enter upon these bold schemes with full determination, with the minimum 
of exclusions and special safeguards, and with assurances that the whole 
programme will be allowed to run its course. Only thus will there be the 
necessary firm basis from which the essential readjustments can proceed. 
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The Coal-Steel Example 


By A SPECIAL CORRESPONDENT 


PARIS, October 21 


T is certain that free trade in Europe would not be the fashionable 
talking point that it has become if the European Coal and Steel Com- 
munity had never existed. For one thing, like the Abbé Siéyés in the 
French Revolution, the Community “lived on” at a critical time, to 
prove European unification practical when the wreck of the EDC (the 
European Defence Community) seemed to consign such hopes to history. 
For another, its experience in the extraordinarily complex problems of 
integration between twentieth century economies has profoundly influenced 
the thinking of continental governments in their plans for the wider 
common market, and has helped to clarify the implications of British con- 
nections with it. Further, the four years’ experience in coal and steel 
offers a revealing guide to the problems likely to be encountered in the 
wider common market and free trade area now under active consideration. 

The genesis of the Coal-Steel Community was political—M. Schuman’s 
grand gesture to make war between France and Germany economically 
impossible. But economic influences have played an increasingly important 
part. ‘he Community grew partly out of frustration with the slow progress 
in the piecemeal attack on trade restrictions in international organizations 
like the Organization for European Economic Co-operation (for quotas) 
and the General Agreement on Tariffs and Trade (for tariffs). The new 
ideas it introduced were the commitment by treaty to a programme of 
elimination of obstacles to trade; the notion that to-day the habits and 
structure of the market can be as important obstacles as frontier barriers, 
and must be constantly corrected by deliberate policy; and, the corollary 
from this, that institutions must be set up with the power to regulate the 
newly integrated area. ‘The six countries comprising the Community 
(France, Germany, Italy and the Benelux trio) retain these principles in 
their common market proposals, though with a watering down of the powers 
of the federal institutions. The “free trade zone” idea suggested by 
Mr Macmillan retains only the first of them, the treaty commitment to the 
freeing of trade. 

When, in 1953, the executive body of the Coal-Steel Community, the 
High Authority, set up the common market for coal and steel, it did not 
merely suppress tariffs and quotas. It also had to end dual pricing within 
the common market and discrimination in freight rates (very important); and 
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whittle away special State aids, of which the most obvious were subsidies, 
It had at the same time to combat a host of more subtle forms of restriction 
based on the national organization of markets; and of these, the cartels and 
monopolies that have traditionally covered the European coal and steel 
markets were only a part, if the most important part. Finally, the High 
Authority had to cushion the possible repercussions of newly introduced 
competition on high-cost firms and their employees. ‘This highlights the 
extent to which a common market is more far-reaching than a free trade 
area, where the countries are committed only to end tariffs, quotas and 
export subsidies. ‘Thus, one is tempted from the Coal-Steel experience to 
conclude that the free trade area scheme may mean rather less than the 
vision it conjures up unless there is more voluntary co-ordination of market 
policies than has so far been publicly suggested. It will be interesting to 
see how far the Governments, as the OEEC study on the free trade zone 
progresses, decide to carry this co-ordination. 


Three Fallacies Exposed 


On the other hand, some forms of co-ordination can probably be more 
- limited than is sometimes assumed. Monetary policy is one of them. 
Critics of the Schuman Plan tended at one time to predict that a common 
market for coal and steel would not work without convertibility. ‘Though 
the Coal-Steel experience has been too partial to settle the question, the 
dominant view now seems to be that it is precisely by working towards 
economic integration that convertibility, like the free movement of capital, 
can be made possible, and that the currency cart must not be put before 
the trading horse. 

Likewise, and particularly relevant to present fears, the Community’s 
experience has tended to expose the fallacies in the popular belief that 
handicaps to an industry’s competitive power are raised by disparities 
between national levels of wages, social security contributions, taxes and 
other charges. ‘Taken together, these naturally tend to be discounted in 
the foreign exchange rates. Accordingly, particular industries’ complaints : 
tend to reflect either an overvalued currency or a special plea. ‘Thus the 
real difficulty of the French, who have invested heavily in coal and steel 
since the war, is the overvaluation of the franc. ‘This is borne out by the 
High Authority’s studies of the purchasing power of workers in the coal and 
steel industries throughout the Community. These show that the real 
earnings of French miners and steelworkers are lower (and those of the 
Dutch workers higher) than appears from wage comparisons based on 
official exchange rates. Yet even at these rates the full labour cost to the 
employer (including social security and all benefits) is more nearly the same 
from country to country in the industries of the Community than one would 
suppose, for instance, from the French steel industry’s complaints of the 
handicap of its high social security costs. It is interesting to note that the 
largest wage disparities do not occur in the industries that are mutually the 
most competitive. Italian coal does not threaten that of the Saar, nor 
German and Italian iron ore that of France and Luxemburg—extracted at 
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much higher rates of technical efficiency. In steel, where competition is 
strongest, the labour costs are far closer; in particular, there is very little 
to choose between France and Germany. 

So circumscribed, the problem becomes one not of the comparison of 
national levels of wages, taxes and the like, but of incidental “ distortions ”’ 
resulting from the effect of varying institutional practices. ‘The classic 
example between Britain and the Community countries is provided by 
social security. Broadly speaking, social security is financed on the Con- 
tinent not by the national budget but by each firm. Hence industries that 
need a relatively large amount of labour, such as coal mining, find that 
social security adds more to their costs than it does to those of industry 
as a whole. In Britain the employers’ social security contributions are far 
smaller. Competition in coal (assuming there were such a thing on the 
under-supplied coal market) is, therefore, “‘ distorted ”’ in its favour. 

The Six are under pressure to rid themselves of such distortions on the 
common market (there has been no talk of this for the free trade area). 
Though complex, these problems can be settled in a way that would be 


COMPARATIVE LABOUR COSTS IN COAL AND STEEL, 1954-55 


(Average hourly cost of labour to employer; in Belgian francs, 140= £1) 


Luxem- Nether- 


Belgium France Germany Italy burg lands Saar 

Coal mines: 

1954 7 43.05 49.50 41.10 27.59 —- 39.81 50.73 
Ore mines: 

1954 - — 61.49 31.36 28.38 65.24 = — 

1955 al —— 68 . 86 34.45 29.42 67.52 — — 
Steel: 

1954 oe 41.45 37.43 37.54 34.09 47.25 31.67 37.40 

1955 a 44.34 42.55 41.34 34.84 50.87 37.19 42.99 


impossible if the aim had to be to equalize general wage levels. Most 
distortions will, it is proposed, be settled as the common market develops. 
The French Government, however, laying down the conditions on which 
it could sign a common market treaty, has asked that the other five align 
their practice with that of France in such matters as equal pay for women, 
overtime and holidays with pay, in all of which the French are more 
generous than their neighbours. In the other countries the trade unions 
will naturally welcome any measures of “ harmonization ’’ as much as the 
industrialists will dislike them. 

Another important and widespread popular misconception that has been 
reduced to scale by the experience of the coal-steel common market has 
been that the sudden draught of competition must quickly result in mass 
unemployment. On the whole, the common market has led much less to 
the closing down of firms than to their reorganization to take advantage of 
the wider opportunities. ‘These are clearly demonstrated by the con- 
siderable increase in trade across frontiers in the Community area: from 
1952 to 1955 steel production in the area rose by one-quarter, while trade 
in steel rose by ten times as much. Especially in France, one of the most 
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important effects of the increased competition has been the impetus given 
to necessary mergers. 

By contrast the firms that have closed down have been small and few— 
five old steel plants and two private mines in France (where all worthwhile 
pits are nationalized), employing some 2,500 workers. Reconversions, 
involving unemployment in some cases, have been more numerous. But 
perhaps the most elaborate innovation of the Coal-Steel Community has 
been just the attempt to meet these dangers—mainly by allowing transi- 
tional periods in which compensation funds for industries and “ readapta- 
tion ’”’ funds for workers are set up to soften the impact of change. Thus 
the reconversion of the Belgian and Sardinian coal mines is being helped 
by a special levy (at rates falling year by year) on the cheapest Community 
coals, the German and Dutch. In four years the levy has raised nearly 
$50 millions. In these cases and in others where labour has been displaced, 
the High Authority has contributed funds to help the workers move to new 
areas or train on the spot for new jobs. Nearly $20 millions has been put 
aside for readaptation schemes, affecting about 20,000 workers. 

With the single exception of Italy, the actual dislocation that has taken 
place in Community countries has been more modest than this. One 
reason is that several readaptation schemes were formulated during the 
recession of 1953; the need since then for every available ounce of coal and 
steel has made transitions easier. But the attempt to give incentives to 
labour to move to the areas where work was available has failed. ‘The out- 
standing case has been France. ‘The nationalized mines in the south had 
asked for help in resettling 5,000 miners to the mines of Lorraine in three 
years. The High Authority and the French Government offered big 
inducements to volunteers: reinstallation bonus of £200 to married men, a 
guarantee of at least equal wages, a better house, free travel and removal. 
But after two years only 560 men had moved, many of them foreigners. 
Readaptation on the spot has often proved impossible: the tendency is for 
activity to concentrate increasingly in the areas where the communications, 
power and skilled labour already exist. Private industry cannot be expected 
to undertake the projects of basic investment. It is from this experience in 
the coal-steel sector that the idea of an Investment Fund, prominent in the 
common market proposals, took shape. 

The Fund, it is suggested, would start with a working capital of $250 
millions, and use this credit to raise loans on the capital market. ‘These 
would be used to help firms to reconvert; to finance investment of special 
interest to Europe, especially in transport and power; and to develop the 
poorer and less industrialized areas of the Six. 

This Fund is far more ambitious than any of the High Authority’s 
incursions into investment, which have, in fact, been more limited than it 
hoped. The Authority sets “‘ general investment aims ’’, which have no 
overriding authority; but its actual loans have failed to provide the miss- 
ing component of funds on the European capital market. Against its 
guarantee fund of $100 millions, from the levies on coal and steel pro- 
duction, it has so far raised only $137 millions in loans ($100 millions in 
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the United States). This seems to be partly the result of the recovery of 
the European capital market, which permits the steel industries to raise 
their own loans on good terms; more important is probably the restriction 
placed on transfers of capital from one country to another. If the Invest- 
ment Fund of the full common market is to be effective, the market would 
have to be freed from this impediment. 


Three Conclusions for Europe 


The limited sphere of the Coal-Steel Community restricts the range of 
the lessons that can be drawn from it. But certain general points stand 
out. Although the perfectionism of both certain critics of and enthusiasts 
for European unity is probably excessive (convertibility is not necessary 
before work on a common market can begin, nor is uniformity in tax rates 
or wage scales), a free trade area will be less than it seems without con- 
siderable co-ordination of key elements in fiscal and commercial practice. 
The pressure for co-ordination may well come from the Six themselves. 
To the extent that they iron out their own discriminations and distortions, 
they will be tempted to denounce the advantages other countries in the 
free trade area allegedly obtain from not following suit. Already, for 
instance, in the Coal-Steel Community there has been a tendency to look 
askance at British steel prices as being subsidized. In such cases the Six 
might feel, as British changes of practice would be highly unlikely, that 
they were entitled to discriminate to an equivalent extent against British 
goods. In general, the more co-ordination there is, the more real the free 
trade area is likely to be. 

A second general conclusion from the coal-steel experience seems to be 
that a free trade area is likely to stimulate far more firms than it harms. 
British prices generally are competitive—in the case of heavy engineering 
and chemicals aggressively so—so that the difficulties that arise in individual 
cotton or motor car firms should be ascribed less to high wages (in relation 
to European competitors) than to low productivity (in relation to other 
British industries). ‘The transition period of twelve to fifteen years should 
give ample time for adaptation. Britain could either bear the cost of 
facilitating the changes itself or, if it preferred, join in the readaptation and 
investment funds of the common market. The National Coal Board, it 
may be recalled, has been operating its own resettlement operation from the 
mines of South Lanark to those of East Fife for years. But Britain may 
have a dual interest in contributing to an Investment Fund that seeks to 
enrich southern Italy, since orders may follow the pound. 

A third conclusion is that the High Authority’s success has been largely 
due to the powers vested in it—the supra-national powers that distinguish 
it from the other, inter-governmental, international organizations. In the 
great enterprise of creating a free trade area there will be a temptation at 
every stage to stop and fall back. Sovereign Governments will have to be 
very determined to establish a free trade area effectively by a mixture of 
treaty commitments and international co-operation when each is pressed by 
interests at home to circumvent difficult decisions. 
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As I See lt... 


By SIR OSCAR HOBSON 
































Will Profits Squeeze Restrain Wages ? 





N the last two months the Suez incident has seemed the inevitable “ lead” 

for such a commentary as this. ‘There is now what I would say is 

something between a bare chance and a fair chance that from now on 

the subject may call for no more than passing references from me. In 
the past month we have had the agreement between Britain, France and 
Egypt on the six principles that should govern the settlement of the dispute. 
This agreement, which included the condition that the operation of the 
Canal should be “ insulated from the politics of any country ”’, was unani- 
mously endorsed by the Security Council. On the other hand, Russia 
vetoed the resolution calling on Egypt to provide “ guarantees’ for free 
transit through the Canal. However, it still seems possible to hope that 
some tolerable arrangement on this very thorny matter can be arrived at. 
Meanwhile, notwithstanding all fears (or hopes) to the contrary, traffic is 
still passing normally through the Canal. 

So—even though the cauldron of Arabian politics seems, as I write, to 
be seething more ominously than usual—I nourish the hope that the Suez 
dispute will from now on be economically unimportant. 

From Suez to more strictly domestic matters. What progress in our 
affairs can be reported since I last wrote? Some, I suppose, but not a 
great deal. ‘The reduction in bank advances to the private sector seems 
to have quickened again. Other evidence that the credit squeeze is being 
slowly effective has continued to accumulate. ‘The second quarter “ con- 
sumption ”’ figures indicated again that the steep rise in the demand for 
consumables that was experienced last year has flattened off almost to the 
horizontal. There are signs that local authority spending on public works 
and housing is coming down quite sharply, while shortage of credit is now 
beginning to affect private house-building. Industrial investment, however, 
so far has kept up—I suppose I should not say remarkably well—but at any 
rate remarkably. 

It can, however, hardly fail to yield to deflationary pressure in the 
months ahead, judging by the present evidence of the profits trend of a 
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large section of British industry. In the whole flow of economic statistics 
during the past month the information that has come to light on industrial 
profits is the most important. The Economist's quarterly analysis of com- 
pany reports issued in the third quarter of the year—which showed an 
increase of only 4 per cent in trading profits over the previous year, a much 
smaller increase than in any previous quarter for more than two years— 
points unmistakably to an early down-turn in industrial profits. ‘These 
figures of published annual profits, of course, provide no adequate indication 
of the trend of current profits. For such an indication we have, however, 
the half-yearly progress reports that are now issued by a number of the 
leading concerns in industry. ‘lwo of these, Ford and Dunlop, have 
announced an almost catastrophic fall in trading profits in the first half of 
this year. For obvious reasons these two companies constitute no fair 
sample of industry at large and one need not pay too much attention to 
their results. But one cannot similarly dismiss the 20 per cent drop in the 
trading profits of Associated Electrical Industries, a highly efficient firm in 
a highly progressive industry, or the statements of other concerns, such as 
General Electric and Radiation Ltd, that their profits have fallen in spite 
of increased turnover. 

The writing is on the wall, plain for all to see. ‘The shrinkage of profit 
margins here displayed flows from the last round of wage advances or even 
the one before that. In a good many industries it is putting employers in 
a position in which they cannot grant further advances. What appeals 
and appeasement have completely failed to do, it now looks as though the 
force of economic law is about to accomplish. What we still do not know 
is whether the accomplishment will be attended by violent conflict between 
the two sides or whether in the end Labour, yielding to the inevitable, will 
“come quietly’. Since I last wrote there has been no overt progress in 
the engineers’ or locomotive footplate men’s disputes, but new large claims 
have been put in by the million building workers and half-million railway- 
men. With only the ratlway salaried staffs so far accepting the thesis that 
new wage demands would be self-defeating, the immediate prospect cer- 
tainly looks ominous. 


Punch-pulling and Appeasement 


I hope that I am not being too confident in suggesting that the credit 
squeeze is about to do its work in the wages field. Certainly, the Chan- 
cellor’s speech at the Mansion House dinner did not encourage over- 
confidence on that score. Mr Macmillan said that it was “ still too early 
to talk of success or failure’ of dear money policy. (The Prime Minister, 
however, at Llandudno a few days later said that “‘ the credit squeeze is 
working as it was intended to work; it is, in fact, forcing the inflation out 
of the economy ’”’.) The Chancellor also repeated his famous aphorism 
(I always call it his punch-pulling phrase) about the monetary instrument 
not being able to do the trick alone—adding this time a rather frightening 
cliché about monetary policy probably being all right “in theory” but 
not necessarily working “in practice”’. Inasmuch as inflation is a disease 
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of monetary plethora, how, Mr Macmillan, in practice or in theory, is it 
possible to cure it except by a regimen of monetary banting ? However, 
as I have remarked before, Mr Macmillan’s bark has been shown to be 
worse than his bite, and we must hope that that will continue to be the case, 

Above all, we must hope that the Chancellor will not listen to his party’s 
new philosopher of appeasement and compromise, Mr T. E. Utley. In his 
pamphlet, “ ‘The Conservatives and the Critics”’, Mr Utley falls foul of, 
amongst other critics, some of us financial journalists. Do they not know, 
he asks in effect, that there are other motives beside the “ profit motive ” 
that govern the conduct of man—religion, patriotism and the like? Why 
do they always assume that love of profit and fear of loss is the only motive 
governing human behaviour? ‘The answer, of course, is that they do 
know the former and don’t make any such absurd assumption as the latter. 
It is just a matter of assessing the relative weights of different types of 
motive in determining behaviour in that sphere of human activities known 
as economic, i.e. employment, production, consumption and so on. What- 
ever Mr Utley may say or suggest, long and repeated experience proves 
_ that the great mass of people are in that sphere of behaviour motivated 
overwhelmingly by the love of profit and hatred of loss. Even in times of 
abnormal national emotion like war, it is very unsafe to assume that this 
motive—it is, of course, in fact a complex of motives—will be outweighed 
by other supposedly more altruistic ones. Any politician, Tory or other, 
who is beguiled by Mr Utley into ignoring or belittling this experience, 
will do so at his peril. 


Mr Cobbold on Liquidity Ratios 


At the Mansion House dinner Mr Cameron Cobbold, the Governor of 
the Bank of England, also had some interesting things to say on monetary 
policy.* He referred to the controversy on the technique of monetary 
control and said that the “ authorities’ were early this year faced with a 
choice between two alternative policies. Either they could press on with 
measures designed to reduce the creation of new short-term debt, by 
economies, a new savings drive and funding operations. Or they could 
experiment with new techniques of which he singled out the imposition of 
compulsory “ liquidity ratios’ on the banks. 

They had chosen the former because, as he maintained, the adoption of 
mandatory liquidity ratios ‘‘ would act in absolute contradiction with a 
policy of funding and reducing bank lending to the Government”. Now 
I suppose there are few, if any, students of monetary affairs who would 
not agree that in principle the Governor is right. ‘There might be differences 
of opinion as to how far budget surpluses ought to be used to reduce, or 
prevent the growth of, short-term debt. But nobody wants to place new 
compulsions on the banks if they can be avoided. 

The question, however, is whether in fact we are getting anywhere with 
the Governor’s policy—the classical policy, as we may call it, of getting rid 








* The greater part of the Governor’s speech is reported verbatim later in this issue, 
together with a brief editorial commentary—see pages 712-715.—£EDITOR. 
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so far as possible of debt that is repayable at short notice but is not repre- 
sented by realizable assets. Note first that Mr Cobbold spoke not of 
reducing the short-term debt but only of reducing the creation of new 
short-term debt. ‘That is a much less ambitious objective and one has to 
ask whether it is ambitious enough. Funding operations have not been 
possible on any scale this year and the floating debt of Treasury bills held 
by the banking system and the public—the issue of tender bills—is nearly 
{200 millions higher than it was a year ago. If the existence of an unwieldy 
monetizable debt is a standing handicap on effective monetary control, 
then surely we ought to do something more drastic to reduce it. 


Reduce Short-term Rates ? 


The Governor also spoke of his dislike of using bank credit restriction 
as a permanent method of controlling inflationary pressure and remarked 
that ‘‘ we shall obviously feel more comfortable when circumstances justify 
a somewhat lower pattern of short-term interest rates ”’. 

While so vast an amount of the public debt is in short-term form it does 
not seem safe to count on short-term rates falling of their own volition 
much below long-term rates. By what means does he propose to bring 
about this fall in short-term rates? By a reduction of the Bank rate? 
That can safely be done only when the inflation danger has been finally 
overcome. When the market judges that this condition is about to be 
fulfilled, market short-term rates will fall of themselves and the Bank rate 
can be safely lowered in the wake of their fall. 

But it may be that the Governor was thinking mainly of the burden on 
the Exchequer and on the balance of payments of the high rates of interest 
now ruling on the short-term debt and was pondering ways and means of 
reducing that burden. Everybody shares the desire, but to my mind to 
adopt any artificial means of reducing the burden would be a highly dan- 
gerous course. ‘The natural way of reducing the short-term debt is the 
policy to which Mr Cobbold referred of funding or repayment out of savings 
or taxation. ‘Ihe objective of lower short-term rates can be safely achieved 
only by pressing on more vigorously with funding policy. ‘That is not a 
cheap method. It will bring down short-term rates but it will raise long- 
term rates, and the high rates on debt converted will have to be paid for 
along time. But, as it seems to me, it is the only sound policy. And 
that brings me back to the Governor’s proposition about “ special tech- 
niques”’. He said that the adoption of mandatory liquidity ratios would 
be in contradiction to the funding policy. I want to question that. It 
seems to me that to say to the banks: “‘ You must add to your liquid assets 
and continue to hold £500 millions of Treasury bills that you must buy in 
the market ” is in effect to fund £500 millions of short-term debt. As I 
have said, I am not enamoured of the idea of putting compulsions on the 
banks. But, nevertheless, I think there is a case for doing so as a non- 
recurring expedient in order to help the monetary authorities to get, and 
henceforth to exercise, a tighter control over the credit system. As I said 
here a few months ago, I would, however, prefer to mandatory liquidity 
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ratios a negotiated arrangement with the banks under which they would 
agree to hold a specified amount of Treasury deposit receipts or some 
similar non-liquid obligation.* 










Rejuvenate the Old Lady 


Having said all this, I want to make it emphatically clear that I deem it 
all to the good that the Governor of the Bank should on occasion ventilate 
his views on these matters in public. One only regrets that the occasions — 
are so rare. Ought that not to be remedied? In his speech Mr Cobbold 
said that the authorities must seek to carry public opinion with them in 
understanding and approving what they were trying to do. 

Yes, indeed; but how is that to be done unless the authorities take the 
trouble to explain to the public regularly and systematically what they are f— 
trying to do? I agree that the Chancellor and the Treasury do something Ff 
to fulfil this requirement. Up to a point, they do quite a good job. But 
they address themselves to the general public and not to the financial com- 
munity—the City. It is at least as important for the authorities to carry 

- informed professional opinion as to carry general public opinion with them. 
This surely is where the Bank of England should come in. No one expects 
the Bank to give any “ commitment ”’ (to use the Governor’s word) about 
Bank rate. Neither the Federal Reserve Board nor the Bank Deutscher 
Lander tell anyone whether or when they are going to move their official 
rediscount rates. But both institutions go to great pains to explain in their 

' periodic reports or bulletins how they view the monetary situation and its 
possible developments. 

The Bank of England hitherto has disdained to do any such thing. It 
publishes, it is true, an annual report but that, viewed as an educational 
medium designed to influence opinion, can only be described as pathetic. 
If only the Bank could see its annual report as others see it! So I ask that 
the Old Lady should cease to be her age, rejuvenate herself and deign to 
explain herself and her ideas on lower patterns of short-term interest rates 
and bank liquidity and all that, not just once a year in a Governor’s after- 
dinner speech but regularly, say once a quarter, in writing. Apart from its 
assistance in “ carrying ’’ City opinion with her, I am sure such a course 
would do the Old Lady herself a power of good in helping her to clarify 
and articulate her ideas. 

I had intended to write something about the European Common Market 
and Britain’s proposed association with it. But I have left myself no room 
and so must content myself with saying that I consider this proposal the 
most hopeful thing that has happened in British politics for the last fifty years. 
It becomes plainer every day—witness, for example, the latest OEEC 
report showing how Britain lags behind other European countries in the 
production race—that our industry desperately needs a stiff dose of 
revitalizing tonic. ‘This could be it—if we can bring ourselves to swallow tt. 






































* Since Sir Oscar’s article was written, the Chancellor has stated in Parliament that, 
having examined the possibility of reintroducing TDRs, he has decided against it.—EDITOR. 
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Time for Stock-taking 


OLONEL Nasser’s seizure of the Suez Canal at the end of July 
jerked public opinion in the western world into a sudden and 
rather frightened assessment of just how dependent on the Middle 
East—that is on Middle East oil—the economy of Western Europe: 
has become. ‘The assessment had no doubt been fully made before Suez’ 
within the oil companies themselves; but outside the industry, few, including 
governments, were fully seized of the problem. Yet a major stocktaking) 
in this sphere had been called for on both economic and political grounds, 7 
The Middle East appears destined, if politics permit, to enlarge still’ 
further its rdle in supplying the oil needs of Europe and, increasingly, of 
the rest of the world; yet what future politics will permit is in the Middle’ 
East, more than anywhere, a frustrating unknown. Egypt’s nationalization” 
of the Canal now appears as merely the most dramatic and provocative of | 
a long series of warning omens of how tenuous is the base on which peace” 
and working co-operation rest in the Middle East to-day. ; 
This series of articles attempts to show, in a non-technical way, the™ 
major facets and the background of the problem that the experts are now” 
facing. ‘This opening round-up is followed by broad surveys of they 
growth of oil output and interests in the Middle East (page 683); of the 
sterling-dollar relationships (page 689); of reserves, production costs and) 
pricing in relation to other oil-producing areas (page 692); of the expected @ 
demand from Europe (page 697); and of the main facts country by country,” 


The Seething Cauldron 


A little over a year ago the West learned to its astonishment that Czecho= 
slovakia was to deliver a large quantity of modern weapons to Egypt. nis 
transaction, which was followed by a series of further Communist arms 
deals with other middle eastern countries, quickly succeeded in dealing thé 
delicate stability of the Middle East a two-sided blow. It exacerbated thé 
tension between the Arab countries and Israel, and encouraged many 
Arab countries to give vent to their desire to defy the West too. It pros 
vided, that is, a potent material support and promise of support to thé 
surging forces of Arab nationalism. . 

The upshot has been a quick and disquieting succession of incidents 
that have recurrently brought the Middle East to the forefront of world 
concern. ‘The first was the dismissal in March of General Glubb from 
command of the Arab Legion. This was followed in little over a month 
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by a serious flare-up on the Israeli border. In the early summer, unaccept- 
able demands for increased taxation were made by the Lebanon Government 
on the Iraq Petroleum Company, threatening the continuity of its opera- 
tions in that country. And, hard on the heels of Suez itself, there followed 
last month a new series of raids on the Israeli-Jordan border that appear 
to have brought Jordan to the brink of invoking its defence assistance 
treaty with Britain. Plainly, Colonel Nasser is not the only threat to 
stability in the Middle East. 

The West, drawing 20 per cent of its oil from the Middle East and hoping 
to raise that proportion to 50 per cent in the next twenty years, has much 
to lose from a breakdown of economic relations. ‘The Arab countries them- 
selves, however, are risking proportionately far more. Their economies 
have become dependent to a very high degree on the disbursements of the 
oil companies, while their Governments have become still more dependent 
on the receipt of direct oil payments. Even many non-oil-bearing states 
have received very substantial amounts, mainly from transit dues. 

The arrangements for payments by the companies to the rulers and 
governments that were negotiated in the original concessions were complex 


TABLE I 


THE UPSURGE IN OIL REVENUES* 
1950 1951 1952 1953 1954 1955 


: $ millions 
Kuwait... a 11.7 28.7 165.4 191.9 217.5 280.0 
Saudi Arabia = 112.0 155.0 170.0 166.0 180.0 280.0 
Iraq ‘a 14.0 39.9 92.6 132.3 155.5 223 .4 
Iran ; “6 44.9 23.3 84.0F 


Qatar ie us 1.0 3.3 7.0 11.2 20.7 36.7 
Bahrain... * 2.0 2.9 4.2 5.1 11.1 8.5 





Total. . - 185.6 253.1 439.8 506.5 584.8 912.6 
* Estimates. + Includes oil in kind. 


and varied; mostly, they were in the form of royalties payable on each ton 
produced. Late in 1950, however, the American consortium operating in 
Saudi Arabia introduced a 50-50 split of profits (which had first been intro- 
duced in Venezuela): and within two years the magic formula had been 
extended to Kuwait, Iraq, Bahrain and Qatar. In Iran, following the 
stoppage of operations after the nationalization in 1951 of Anglo-Iranian’s 
refinery at Abadan and of its producing wells, an agreement reached in 1954 
establishing an international operating consortium provided for retention by 
Iran of 123 per cent of oil produced, either in kind or in cash; and this 
and other rights give Iran a basis of payment broadly comparable with the 
simple 50-50 profits split. ‘The total payments to the six main oil producers 
are estimated to have reached over $912 millions in 1955—compared with 
$506 millions two years before and $186 millions in 1950. 

These payments are set out above and in the comprehensive summary 
table.* Together with the local expenditures of the companies, the pay- 





* This table, together with a coloured map showing in detail the concession areas, pro- 
ducing companies, oilfields, refineries and pipelines, has been interleaved in loose form to 
facilitate continuous reference. 
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ments are estimated to have represented over 90 per cent of the national 
income in Kuwait and Qatar, between 45 and 60 per cent in Bahrain and 
Saudi Arabia, one-third in Iraq, and about one-tenth in Iran and Syria 
(the most important transit country). The Development Board that has 
been established in Iraq to plan and undertake major projects of capital 
construction receives about 70 per cent of the oil revenues. By contrast, 
it is interesting to note, the seven leading international oil companies, which 
account together for around 90 per cent of the output of the Middle East, 
produced in 1955 well over half of their output outside the area, and these 
and other companies are confident that they could for some time replace 
their Middle East output by more intensive working of fields in the western 
hemisphere. The ties of mutual dependence are strong in both directions; 
but in any trial of strength it may be the companies that would be the less 
harassed to reach early agreement. 

The Suez crisis, by appearing to threaten the flow of oil supplies from 
the Middle East, has done much to demonstrate the true balance of bar- 
gaining power. ‘The alternative transport arrangements planned by the oil 
companies (set out on page 696) in response to the uncertainties about the 
Canal and the intransigence of the Lebanon in the negotiations on pipeline 
royalties, must likewise have demonstrated the unprofitability of pushing 
demands on the companies beyond an acceptable degree. ‘Thus, while the 
recent threats have emphasized the need for the West to maintain sufficient 
flexibility in its arrangements to avoid an undue dependence on the whims 
of individual countries, they may just conceivably have reduced the risk of 
serious dislocation in future. 

If political factors do not impede the flow, the scope for the expansion 
of oil extraction in the Middle East—though probably not of oil refining— 
will be immense. Serious prospecting has still covered only a relatively 
small part of this vast promising oil-bearing area; yet the reserves already 
proved to be economically available on the basis of existing costs and 
methods of extraction comprise around two-thirds of the proved reserves of 
the world as a whole. The sheikhdom of Kuwait alone, covering an area of 
only 6,500 square miles and containing a population of 200,000, boasts 
proved reserves well in excess of those proved in the United States, which 
has been responsible for three-fifths of the oil produced in the world 
so far. The United States is still producing about 45 per cent of the 
world’s oil; but its consumption is substantially larger, and the demands 
on the new oil-exporting countries are growing year by year. By the 
mid-’sixties, US oil imports are expected to rise to perhaps 150 million 
tons a year—almost as much as the present output of the Middle East. 
The swing in the oil balance of the United States—the market, and until 
recently the source of supply, for more than half the world’s oil—from net 
surplus to progressively increasing deficit is one of the key factors assuring 
a market for the Middle East’s huge potential. 

The other major support for Middle East output is the spectacular rise 
in the oil needs of Western Europe. Consumption has nearly trebled in the 
first post-war decade, and careful assessments suggest that the rate of increase 
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is likely to siacken only moderately in the next decade. Western Europe 
is almost devoid of indigenous oil supplies: its leading producer, Austria, 
yields only a small surplus above its own requirements. The great increase 
in Europe’s imports that has been necessary since the war has been supplied 
almost in full by the Middle East; this is strikingly illustrated by the chart 
overleaf. ‘The reliance on this source has been prompted partly by the 
need to economize dollars (the complex currency arrangements governing 
oil transactions by Britain are explained on page 689); and partly by the 
amazing mushroom growth of oil refining in Europe, which has switched 
the great bulk of import demands from refined products to crude oil. But 
the most important long-term cause of the emergence of the Middle East 
as Europe’s supplier is its possession of almost limitless reserves workable 
with extraordinary technical economy. 

The history of the world oil industry has continually been punctuated 
by discoveries that have belied earlier fears of impending shortage and 
even exhaustion. ‘That may mean, on a broad view, that the dependence 
of the western world upon the Middle East is less than at first appears. 
But if other sources might be able to take the place of Middle East supplies, 
there can be less assurance, whether in the short term or in the long, that 
they could do so without additional cost. Oul imports into Western Europe 
now account for some 12 per cent of total imports; and in twenty years 
they may have risen to more than one-quarter of total imports. At present, 
at least, the alternative to imports of Middle East oil is more expensive oil 
from the dollar area, and the alternative to that would be costly imports of 
coal from the United States. 





Middle East Oil Emergent 


HE world oil industry can claim to be almost a century old; the 

Middle East as a really large-scale producer counts a bare decade. 

In 1914, its output was no more than half a million tons, compared 
with United States output of 364 million tons and total world output of 
close on 56 million tons. By 1930, Middle East output was up to 6 million 
tons (of a total of 200 millions), and by 1938 to 16 millions (of 280 millions). 
Then between 1945 and 1955 output rose sixfold from 27 to 162 million 
tons. ‘That extraordinary expansion was about three times as fast as that 
in world oil output as a whole, and thus raised the Middle East’s share in it 
from 7 to just over 20 per cent. 

But the significance of the Middle East in the world oil balance is even 
greater than that figure suggests. The pace of growth of Middle East 
output is quickening year by year; in 1955 it was 18 per cent, compared 
with 12 per cent in the world as a whole. Moreover, it is estimated that 
the current rate of Middle East production is annually absorbing a mere 
1 per cent of reserves already proved to be economically available (which 
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are themselves increasing year by year); whilst in the two leading individual 
world producers, the United States and Venezuela, the comparable figures 
are 8 per cent and 7 per cent respectively (though here, too, proved reserves 
are continually growing). ‘To-day, the role of the Middle East as an oil 
producer is as the major supplier to Europe and the whole eastern hemi- 
sphere and a marginal supplier to the United States—where in case of 
necessity output could still be raised to make good any reduction in supplies 
from the Middle East. But in coming decades, so far as can be seen— 
which in the oil world is admittedly often too far to be true—dependence 
on the Middle East is likely to be immeasurably greater. Its proved reserves 
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are now rated at two-thirds of the world total; and many experts are con- 
fident that before long they will be doubled by further search and technical 
advance. 

Just over three-fifths of both the current oil production and the proved 
reserves of the Middle East are boasted by two states, Kuwait and Saudi 
Arabia. In both, production in quantity has been entirely a post-war 
development. In 1938, nearly two-thirds of total Middle East output 
came from Iran, and practically all the rest from Iraq; last year, Iran’s 
output, resumed though not fully restored after the settlement of the 1951 
dispute, represented only 10 per cent, and Iraq’s 21 per cent. By far the 
largest part of the great rise in Middle East output has thus come from 
discoveries in new areas rather than from more intensive working of 
existing fields. 
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The shift in the geographical pattern of output has been accompanied 
by a far-reaching shift in the balance of national ownership. ‘The change 
is summarized by a single comparison. In 1938, United States oil com- 
panies secured 13.6 per cent of total Middle East output, and British and 
Dutch companies 84.6 per cent; in 1955 the US share was up to 53.2 per 
cent and the British-Dutch share down to 30 per cent. The extension of 
American influence is attributable principally to its large stake in the new 
areas—100 per cent in Saudi Arabia and 50 per cent in Kuwait—and also 
to its entry into Iran, through the international consortium that emerged 
from the country’s dispute with Anglo-Iranian (now styled British Petro- 
leum). With the important exception of this recent re-shuffling of interests, 
the general pattern of national and international operation in Middle East 
oil—which is broadly displayed in the table on page 693 and set out in 
detail in the large table printed on the back of the interleaved map—is for 


TABLE II 
MIDDLE EAST OIL IN WORLD PERSPECTIVE, 1914-55* 


(Output, million metric tons; italic figures are % of world total) 


1914 1930 1938 1947 1955 

Iran cs a ae 0.4 5.8 10.5 20.4 16.2 
Egypt 0.1 0.3 0.2 22 1.8 
Iraq - — 0.1 4.8 4.5 33.7 
Saudi Arabia — — — 12.1 47.5 
Kuwait - -—- — — 0 54.8 
Qatar - - os — —- ~- 5.4 
Total Middle East 0.5 6.2 16.2 42.0 162.5 
0.9 3.2 6.0 9.7 20.4 

United States 36.4 126.7 170.7 269.2 362.7 
65.1 63.4 62.9 62.3 45.6 

Latin America 4.0 33.5 36.2 83.0 129.6 
Foal 16.8 13.3 19.2 16.3 

Russia 9.2 18.9 30.1 27.1 70.0 
16.5 9.5 11.1 6.3 8.8 

Total World .. - 55.9 200.0 280.5 432.2 795.3 


* Further details of course of production 1945-55 shown in table on page 700. 


the most part a product of negotiations in the ’twenties and ’thirties. ‘The 
concessions came before the oil, in some cases many years before. The 
brief history of the development of production and still more of the acqui- 
sition of exploitation rights is therefore of immediate interest. 

The first important oil concession in the Middle East was secured in 
1901 by W. K. D’Arcy, an Englishman; the concession covered the whole of 
Iran except the five northern provinces and was due to run for sixty years. 
No significant quantity of oil was discovered, but an exploration company 
was formed in 1903, and in 1905 D’Arcy’s interest was acquired by a 
syndicate, in which the Burmah Oil Company participated. ‘This marked 
the first entry into the Middle East of a major oil-producing company. 
In 1908, the first important oil discovery was made—at Masjidi-i-Sulaiman, 
a field that has since produced a total of over 100 million tons. The 
syndicate was immediately reconstructed to provide additional capital: 
Burmah Oil put up nearly the whole equity capital of the newly styled 
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Anglo-Persian Oil Company. Oil was first extracted in 1912. In May, 
1914, the British Government took up £2 millions of new ordinary shares, 
giving it a majority interest in the company. The Admiralty was anxious 
to secure control of oil supplies for the fleet, and the company lacked the 
resources for the necessary capital expenditures. 

Meanwhile, the Turkish Petroleum Company had been formed to seek a 
concession in the Ottoman Empire in Mesopotamia, the area that now 
comprises Irag. The participants of this company, the forerunner of the 
Iraq Petroleum Company, were: 


German interests (Deutsche Bank) ‘ a'% 
British interests (National Bank of Turkey) 39% 
Royal Dutch Shell .. we % is 25% 
C.S. Gulbenkian... - ee oa 15% 


Anglo-Persian pressed vigorously for participation in the company, and 
early in 1914 the interested parties agreed at a conference at the Foreign 
Office to a reorganization on the following lines: 


German interests (Deutsche Bank) 25% 

Anglo-Persian Oil Company ___... 50% | -., 

Royal Dutch Shell ne pe etek Se 
Influence in Middle East oil in 1914 was thus wholly European, dominated 
by British interests—which in Iran controlled nearly the whole of Middle 
East output. 

At the outbreak of the war, the activities of the ‘Turkish Petroleum Com- 
pany were halted. ‘The German interest was vested in the Custodian 
of Enemy Property and later transferred to the Compagnie Francaise des 
Petroles. German interests re-entered the Middle East in the early ’thirties, 
when, together with Italian interests, they secured a predominant share of 
the British Oil Development Company, which in 1932 was granted a con- 
cession in the Mosul area of Iraq. However, finds were meagre; the 
company’s finances weakened, and Iraq Petroleum (as the Turkish Company 
had been re-named in 1929) took the opportunity of edging its way in. 
By 1941 the German and Italian interests had been absorbed, and the 
company was reconstituted as the Mosul Petroleum Company, a wholly- 
owned subsidiary of IPC. 


American Interests Edge In 


The ’twenties marked the emergence in the Middle East of United States 
interests. The initial participation was secured in Iraq Petroleum. In 
1928, after six years of difficult negotiations, the company was again recon- 
structed (to its present form): Anglo-Persian reduced its interest to 23} per 
cent (receiving in return a royalty payment on all oil produced), to make 
room for a corresponding share granted to the Near East Development 
Corporation, a consortium of five US companies, subsequently reduced to 
Standard Oil (New Jersey) and Socony Mobil. Mr Gulbenkian retained 
his inevitable 5 per cent. The US companies agreed to conform to the 
principle laid down at the Foreign Office conference that the companies 


686 

















participating in the Iraq consortium were to develop jointly all oil resources 
in the Middle East except those in Iran, Egypt and Kuwait. 

Soon afterwards, American companies outside Iraq Petroleum began to 
push south, to the areas on the Persian Gulf. In the early ‘twenties a 
British company, the Eastern and General Syndicate, secured exploration 
rights in the island of Bahrain, Eastern Saudi Arabia and the Kuwait-Saudi 
Arabia neutral zone. ‘The company was anxious to obtain a buyer and in 
1927 disposed of its Bahrain interest to the Gulf Oil Corporation, which in 
turn, after a fruitless offer to the IPC, sold this to Standard Oil of California. 

In 1932 oil was discovered in Bahrain, stimulating the extension of explora- 
tion into Kuwait, the Qatar peninsula and Saudi Arabia. The IPC and 
the newly formed Bahrain Petroleum Company entered into negotiations 
with Saudi Arabia; the outcome was a grant in 1933 to Standard Oil of 
California, which immediately set up the California Arabian Standard Oil 
Company to operate the concession. In 1935 Anglo-Persian obtained a 
concession in Qatar, and in accordance with its obligations to IPC trans- 
ferred it to an IPC affiliate. Exploration began in 1937. 


TABLE III 
CHANGING BALANCE OF INTERESTS, 1938-55 
Middle East Oil 
PRODUCTION RESERVES 
(Million metric tons; italic figures 
% of total) 


1938 1955 1955 

British and Dutch .. n 13.7 48.7 5,960 
84.6 30.0 35.4 

United States 2.4 86.8 9,830 
13.6 53.2 58.4 

Other* by * - 0.3 27.0 1,040 
1.9 16.6 6.2 

Total... - ; 16.2 162.5 26,055 


* Including Iran 


Meanwhile, the British Government, on the basis of its treaty powers 
with the sheikh of Kuwait, used its influence to secure the entry of Anglo- 
Persian as a joint operating partner with Gulf Oil. The concession dates 
from 1934. At about this time the Texas Oil Company acquired a half 
share in Standard Ojil’s interest in both Bahrain and Saudi Arabia, in return 
for a transfer to Bahrain Petroleum of its valuable marketing network in 
South Africa, the Far East and Australia. In the mid-’thirties the line-up 
of the international companies in the Middle East was therefore as follows: 

Iran: Anglo-Iranian 

Iraq: IPC consortium, as listed in big table 

Bahrain: Standard Oil California 

Saudi Arabia: Standard Oil California and ‘Texas Oil 

Qatar: IPC 

Kuwait: Gulf Oil and Anglo-Iranian 
The US companies that thrust south in Saudi Arabia were not members 
of IPC, and had no obligation to share their interests. 

By 1939, therefore, the foundation of America’s majority interest in 
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Middle East oil had been laid. Its share of output, indeed, was no more 
than 14 per cent: the large-scale producing areas were still limited to Iran 
(a wholly British preserve) and Iraq (in which US companies had less than 
a quarter interest). But vital concessions in the two leading producing areas 
of the ’fifties had been secured—though, thanks to the far-sightedness of 
the British Government, the interest in Kuwait was limited to 50 per cent. 

Only two major changes in this pattern of international interests in the 
Middle East have taken place since the war. The first has been the 
broadening of the American consortium in Saudi Arabia into ARAMCO 
(Arabian American Oil Company), which has brought in Standard Oil 
New Jersey (30 per cent) and Socony Mobil (10 per cent) to join Standard 
Oil of California and the Texas Company (30 per cent each). The second 
and more far-reaching changes resulted from the shake-up in Iran—where 
British Petroleum is now limited to a 40 per cent interest in an international 
consortium, an interest that is exactly matched by the combined holdings 
of the fourteen American participants (see the big table). ‘The 1954 agree- 
ment (which is explained in more detail on page 703) stipulated that the 
consortium companies, through holdings in two Iranian registered com- 
panies, should operate the wells and the Abadan refinery on behalf of the 
National Iranian Oil Company, a nationally owned body that is the legal 
owner of the reserves and fixed assets of the oil industry. Moreover, the 
operating companies of the consortium are confined to a strip in southern 
Iran embracing the major existing producing fields. In the rest of the 
country—the demarcation is illustrated in the map—exploration and future 
production are confined to the Iran Oil Company, a wholly-owned subsidiary 
of the NIOC. ‘The Iran company appears to have made some important 
discoveries; and it is extending its searches to northern Iran, in which the 
Soviet Union, following its temporary military occupation of the area in 
1946, secured an oil concession in five provinces (see map). But the con- 
cession was never ratified by the Majlis. 


Reserves Barely Tapped 


The search for new oilfields continues relentlessly throughout the Middle 
East—in the existing major oil-bearing states, in the minor producing 
states such as Egypt, ‘Turkey and the minor sheikhdoms of the Arabian 
coast, and in the states that have hitherto yielded no significant quantities 
of oil, including Syria, Jordan, the Lebanon, and Israel. The most 
important finds have been in Israel (where United States and Israeli 
interests are active) and Egypt (where international and _ particularly 
American interests operate in somewhat uneasy co-operation with the 
Egyptian Government). 

The oil companies in the Middle East, as in other areas, have recently 
made an impressive extension of exploration undersea. As far back as 1948 
ARAMCO surrendered its concession in the Kuwait-Saudi Arabia neutral 
zone in return for confirmation of its rights in off-shore waters; and to-day 
off-shore drilling is in progress in a number of areas. Shell has secured 
a concession in a large area off the coast of Qatar (see map), and BP (through 
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a two-thirds holding in Abu Dhabi Marine Areas Ltd) off the Trucial 
coast. ‘The operations are extremely costly—a single drilling may require 
£500,000—and the stage of production has not yet been reached. ‘The 
growing interest has inevitably raised intricate problems of territorial rights. 
In Kuwait, for example, the Kuwait Oil Company has been granted undersea 
rights up to six miles off-shore, but the Ruler has now invited outside 
companies to bid for an undersea concession in the more distant waters. 
The division of the undersea rights in the Persian Gulf between the littoral 
states clearly cannot be long delayed. 

The possibilities conjured up by undersea drilling, not to mention those 
raised by the new territorial discoveries, could conceivably involve a change 
in the balance of oil production in the Middle East in the next decade as 
radical as that of the past decade. But however uncertain the future pattern 
of the Middle East oil industry, it is reasonable to be confident about the 
future level of total output—given, of course, the necessary political 
atmosphere. ‘The Middle East oil industry is now in its “ flush’ period 
of output. Reserves, even proved reserves, remain scarcely tapped; less 
than 1,500 wells have been drilled, compared with a thousand times that 
number in the United States. ‘The scale and technical ease of production 
are incomparably higher than in the older oil-bearing regions of the world. 
Average daily output of a well in the Middle East is now 580 tons, com- 
pared with 36 tons in Venezuela and 2 tons in the United States. Plainly, 
the limiting factors in Middle East oil output now are not technical. 





Sterling and Dollar Components 


industry makes it unusually difficult to identify the foreign exchange 

cost of transactions in oil. The loose division of world oil supplies 

into ‘‘ dollar oil’’ and “ sterling oil”’ is quite wrong. ‘The currency area 
of the producing field is certainly an important influence; but the true 
exchange cost of the oil supplies of Britain (with which alone this article 
is concerned) is affected also by the nationality of the operating company, 
by the exchange outlays required for operation, and by the special arrange- 
ments, individually negotiated, with the international oil companies. It is 
therefore impossible to calculate the precise dollar component of oil from 
the Middle East, or to show by how much it falls short of the dollar com- 
ponent of oil from, say, Venezuela or Texas. But the broad picture, if not 
the statistical one, can be drawn from a careful scrutiny of the general 
currency arrangements and of the way they have been interpreted in practice. 
The first influence to be considered is the currency area of the producing 
company. In the Middle East, Iraq and the British-protected sheikhdoms 
of Kuwait, Qatar and Bahrain are all members of the sterling area; in 1955 
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these countries supplied together nearly three-fifths of the total oil output 
of the Middle East, and a considerably larger proportion of the Middle 
East supplies sent to Britain. Formally, if not in practice, the writ of the 
United Kingdom’s exchange control extends in full force to the sheikh- 
doms, requiring receipts of dollars to be surrendered and requirements of 

dollars to be met through official channels; and while Iraq has now acquired 

a small independent reserve, it has retained its connections with the dollar : 
pool. Moreover, both the Kuwait Oil Company, owned 50-50 by British | 
Petroleum and by Gulf Oil, and the Iraq Petroleum Company, in which the 2 
British-Dutch interest is rather less than 50 per cent, are registered in the 
United Kingdom; so that the large oil payments to the Ruler of Kuwait 
and to the Iraq Government are made in sterling. At the same time, 
dividends remitted to the United States interests have to be met in dollars: 

















Capital in Oil 


double the actual expenditures five 
years earlier. 

The share of the capital requirements 
of the oil industry met from public 


In 1955, when the oil output of the 
free world rose by 74 million tons (to 
725 million tons), the total capital 
expenditure of the international oil 


industry, according to a survey by the 
Chase Manhattan Bank, reached a total 
of $8,200 millions—more than two- 
thirds of it in the United States. ‘The 
bank estimates that expenditures over 


issues and placings is calculated by the 
oil committee of OEEC at rather less 
than 12 per cent. ‘The committee states 
that ploughed-back profits have taken 
up about 60 per cent of the oil industry’s 
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the next five years will rise to an annual _ earnings. ( 
average of $9,960 millions, and that the The average amount of capital needed , 
share invested outside the United for each additional ton of oil a year 
States will rise somewhat. seems to be around $120. Of this, the ( 
The table below sets out the recent OEEC estimates “‘as a very rough S 
expansion in investments by seven of guide”, the cost of finding and pro- 
the leading international companies— ducing the crude oil may account for 
accounting in 1955 for more than half $40, the addition to refining capacity 
the total oil produced in the free world. for $30, and additions to transport and — 
The expenditures of these companies in distribution facilities for $30 and $20 . 
1956 are expected to be more than respectively. a 
B 
CAPITAL EXPENDITURE OF SEVEN MAJOR OIL COMPANIES . 
($ millions) al 
Projected pi 
1951 1953 1955 1956 a 
British Petroleum .. ‘ 131.0 210.0 120.4 n.a. 
Royal Dutch Shell .. i 459.2 616.0 792.4 840 al 
Gulf Oil a is ed 165.4 221.6 274.5 320 A 
Socony Mobil* - 176.2 225.2 212.8 419 . 
Standard Oil of California .. 143.5 173.8 276.0 350 ac 
Standard Oil (New OES 442.6 586.5 689.8 1,100 of 
Texas Oil... Nie 177.0 230.0 262.6 325 ‘i 
Total .. e .. 1,694.9 2,263.1 2,628.5 3,354 " 


* Western hemisphere only 
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and there are also considerable requirements of dollars to pay for operating 
and transport equipment and for payment of salaries to American personnel. 

In practice, of course, the true dollar cost of the oil obtained from the 
sterling countries of the Middle East is not limited to these outlays alone. 
The sterling that is received by the authorities and private residents in, say, 
Kuwait is not invariably retained in a resident account; whilst requirements 
of dollars are not always met from official sources at the official rate. 
Kuwait, which has a special supply of dollars flowing from the US 
‘“ Aminoil’’ Company operating the Kuwait interest in the Kuwait-Saudi 
Arabia neutral zone (see big table), has long constituted one of the largest 
markets for dealings against dollars in transferable and still more in security 
sterling. Operators in Kuwait, on their own accounts and as nominees on 
behalf of dealers in continental Europe and elsewhere, tend to acquire or 
dispose of their sterling by the cheapest route offered by the free market. 
The loss of dollars suffered by the sterling area central reserves from this 
major leak in the exchange control is considerable; the leak is tolerated as 
the price of keeping Kuwait and the other oil sheikhdoms inside the sterling 
area. ‘Their membership unquestionably encourages their use of and 
demand for sterling, and consequently channels a good portion of their 
dollar earnings, directly or at one or more removes, into the sterling reserves. 

Britain’s purchases of oil from the sterling countries of the Middle East 
are thus made in sterling but involve various commitments in dollars 
that are not always immediately apparent. Purchases from sources in 
non-sterling countries, in the Middle East and elsewhere, usually have a 
rather higher ultimate dollar content: but the difference is often relatively 
small. Oil produced by a United Kingdom company outside the sterling 
area must generally be sold in the sterling area against sterling and in the 
dollar area against dollars. ‘The dollar component will tend to be higher 
than for oil produced within the sterling area, since a higher proportion of 
operating expenses on equipment and labour, as well as royalty or profit- 
sharing payments will usually have to be met in dollars. 


Arrangements with US Companies 


The oil that carries the highest dollar component for Britain is normally, 
as might be expected, that produced by United States and other dollar 
area companies outside the sterling area; but the arrangements made by the 
British ‘Treasury with the companies have in many cases succeeded in 
confining the increased dollar cost of this oil to a surprisingly small margin 
above that of the mis-termed “ sterling oil’. Most of the major US com- 
panies that sell oil in Britain and other sterling countries have agreed to do 
so against sterling; and imports of oil from the open markets in the dollar 
area are restricted by licence, and in practice are rarely permitted. The 
American companies that agree to accept sterling are invariably granted, in 
accordance with general ‘Treasury practice, unrestricted rights of conversion 
of their profits. For this reason alone, the dollar component in imports of 
oil from US companies is larger than that in imports from British com- 
panies. ‘The dollar cost could, of course, rise by considerably more than 
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this, if the US companies arranged relatively little of their outlays in sterling, 
so that their sterling receipts remained largely unspent; for the Treasury 
would not ultimately refuse demands for conversion of such balances. 

In practice, however, the US companies have made few such demands; 

they have been at great pains to cover in sterling as many of their commit- 
ments as possible. A particularly good example in this respect has been 
set by the ARAMCO company, the wholly American group that works the 
concession in Saudi Arabia. The group maintains at The Hague a staff of 
600 purchasing, engineering and designing officers who are specifically 
enjoined to acquire outside the dollar area as large a portion of the com- 
pany’s equipment as is consonant with efficiency; and ARAMCO makes 
part of its payments to Saudi Arabia in sterling. ‘The many individual 
US companies that have refining and other oil interests in Britain and 
other sterling countries have further scope for sterling outlays. ‘The upshot 
appears to be that the United States companies marketing oil in Britain 
have brought the dollar component of that oil surprisingly near the average 
dollar component in the oil imported by the British companies. 
. The dollar ingredient in Britain’s import bill for oil is thus dependent 
on far more than the currency area of the source of supply and of the pro- 
ducing company: the practice of the oil companies has succeeded to a 
marked degree in breaking down the currency barriers. ‘That does not 
mean, however, that they could remain down in the event of a large and 
sudden increase in supplies from the western hemisphere. The dollar 
ingredient then would again depend on the arrangements the US oil 
companies were prepared to accept. 





In World Perspective 


its abounding potential during this phase in which the demand for 

oil, especially in Europe, is expanding abnormally fast, while the 
demand of the United States is running progressively further ahead of its 
output. The weight of the United States in the world oil balance is over- 
whelming. From the early years of quantity oil production until the 
aftermath of the Second World War, US oil output accounted fairly con- 
sistently for between 60 and 65 per cent of the world total (see Table IJ). 
The great bulk of that output was to supply the needs of the domestic 
economy, in which the use of oil was growing at a far greater pace than 
in Europe or anywhere else in the world. On balance, none the less, the 
United States had a net export surplus of oil—small in relation to domestic 
production but forming a significant proportion of the oil entering 


world trade. 
After the war, however, the United States became a net importer of oil, 
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on a progressively increasing scale, notwithstanding the continued increase 
in its production. Between 1947 and 1955, domestic output rose by a 
further 50 per cent—but this increase lagged behind output in other areas, 
so that the US share dropped from 62 to 45 per cent of the total, and 
behind American consumption, so that the excess of US oil imports over 
exports rose from 7 to 43 million tons in 1955 (see chart on page 684). 
They were then equal to about one-ninth of domestic production. 

The participation of the Middle East in supplying America’s oil deficiency 
has been relatively small—though it has grown substantially in the last 
few years. ‘The United States has been able to meet the bulk of its rising 
import needs by absorbing a very large part of the rapidly rising exports 
of Venezuela, the largest single world oil exporter. The astronomical 
increase in the demand for oil in Western Europe thus had to be satisfied 
from new sources, and preferably sources that did not involve large outlays 
in dollars. ‘The Middle East was the only such major source; its output 
rose from 42 million tons in 1947 to 162} million tons in 1955, and it was 
able to fuel Western Europe. In this period oil consumption of OEEC 


TABLE IV 
STAKES IN THE MIDDLE EAST 


(1955 output in millions of metric tons) 








SO SO Socony 
Middle East: BP Gulf RD-Shell (NJ) Calif. Texas Mobil 
Kuwait .. os ae 27.4 — a ~- 
Saudi Arabia - —- — — 14 2 14.2 14.2 4.8 
Iraq “4 “4 7.9 — 7.9 40 —- — 4.0 
Iran - ia 6.4 1.1 2.2 1 1 1.1 1.1 1.1 
Qatar... ie :. : ~— .2 0.7 — _— 0 7 
Rest of ME as 0.4 0.2 0.4 — 0.8 0.8 0 3 
Total Middle East 43.4 28.7 11.8 20 0 16 1 16.1 10.9 
Total World* .. 43.4 48.4 78.9 111 6 37 6 45.4 31.9 


* On basis of seven barrels to one ton; taking conversion factor adjusted for each producing 
country, total 1955 output of seven companies was about 382 million tons, comprising 
52? per cent of total output of free world. 
countries rose from 37 to 100 million tons, and the throughput of their 
refineries from under 20 to 103 million tons. Gross imports rose from 
37 to 128 million tons; while the proportion imported from the Middle 
East rose, as may be seen from the division marked in the chart, from 
32 per cent to 77 per cent. 

At present, as has been intimated above, Europe’s dependence on Middle 
East oil is by no means as great as these figures of present trade suggest. 
Certainly the bulk, and possibly the whole, of the Middle East supplies 
could be made good in an emergency by more intensive working of fields 
in the United States alone, not to mention Venezuela. But this is the 
short view. In the next decade or two, Europe’s oil imports are bound to 
increase very substantially, even if not at the extraordinary rate of the latest 
decade: whilst the oil balance of the United States seems almost certain to 
swing progressively further into deficit. ‘There are other areas of the world 
that hold the promise of spectacular advances in production; the ample 
proportions of reserves already proved, not to mention the rate at which 
new reserves have hitherto been discovered—reflected in the decline year 
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by year in the ratio of oil production to known reserves—lend an air of 
unreality to the familiar prognostications of impending exhaustion. 

But that is not to say that even a gradual switch to other supplies could 
be achieved without loss. The geological structure of the Middle East is 
unusually favourable to the formation of oil deposits in conditions that 
permit production on an exceptionally large and economical scale. For 
Europe, further, there is the consideration that a switch in its oil imports 
to the most obvious of the future alternative sources, Venezuela and perhaps 
Canada, would (as explained in the preceding article) involve some increase 
in dollar outlays. It may be hazarded—with the uncertainty of any assess- 
ment of the prospect in the ever-changing sphere of oil—that while Europe 
could now and in future find substitutes for its Middle East oil, it could 
not do so without appreciable additional cost. 


TABLE V 


WORLD PROVED RESERVES AT END-1955 
Share of Current Annual 


Proved World Rate of 
Reserves Total Withdrawal* 
(mill met tons) (per cent) 
Middle East: om sa .. 16,835 64.6 1 
Kuwait .. - 7 5,400 20.8 1.0 
Saudi Arabia... - 4,870 18.7 1.0 
Tran ee 7 - 3,600 13.8 0.4+ 
Iraq ' “% a 2,650 10.2 i. 
United States - we ‘a 4,610} 17.7 8 
Canada oe - - ” 370 1.4 5 
Venezuela .. ea 1,685 6.5 7 
Other Western Hemisphere - 490 1.9 6 
East Indies . om 380 5.8 5 
USSR and Eastern Europe oy 1,470 5.6 6 
Western Europe .. es 190 0.7 5 
Other Eastern Hemisphere ni 25 0.1 d 
Total World - ai .. 26,055 100.0 3 


* 1955 production as percentage of proved reserves (i.e. reserves at present known to be 
economically available on basis of existing prices and methods of production). 

+ 0.8 per cent on basis of full production of 30 million tons projected for 1957. 

t Including natural gas liquids. 


The extent of any such burden is, of course, incalculable; but until the 
emergence of a new low-cost large-scale producer, it would be influenced 
largely by the availability and cost of alternative supplies in the United 
States. ‘These may be considered with rather less guess-work than most 
comparable assessments: the United States is perhaps the only major oil- 
bearing area in which the current calculation of proved reserves provides 
any meaningful guide to the amount that may actually be available in the 
future. Exploration in America has been carried on at an intensity that 
is on a plane on its own; in 1955 the number of wells drilled reached 56,700. 

Yet the resultant proved additions to America’s oil reserves are barely 
keeping pace with its current production, which at its present rate would 
exhaust the economic reserves now known in about thirteen years. In fact, 
of course, they will not—thanks to technical progress in extraction, new 
discoveries, and above all the big undersea resources that are now being 
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tapped. Nevertheless, most experts consider that, following a considerable 
but temporary boost from the off-shore oil, output is likely to flatten out 
by 1965-75—probably involving a doubling of the present rate of imports. 

Investment in the United States oil industry has long passed the point 
of diminishing physical returns. ‘The capital outlays of the US oil com- 
panies on exploration and development work in the United States are 
estimated by the Chase Manhattan Bank to have jumped from $1,350 
millions in 1946 to $4,000 millions in 1955. Over the same period output 
rose by less than 50 per cent. ‘The increase in unit costs has been met 
by an approximate doubling of prices of United States crude. 


Middle East Costs and World Prices 


The pricing of oil in the international markets is determined by an 
unusually complex combination of forces. Given the fact that the world 
oil industry is dominated by a small number of giant companies, most of 
whose interests range over a wide area of differing production costs, a fully 
competitive free market is plainly an inapplicable concept. The open 
market is almost insignificant in relation to the huge volume of intra- 
company shipments, and shipments under long-term contracts between 
companies. Each company will naturally prefer, where it is able to do so, 
to produce its crude in the cheapest area and sell its products in the most 
remunerative market; hence any major distortions in oil pricing tend to 
become under strong pressure Moreover, the distortions are often smaller 
than they appear at first sight. ‘The economic differential in favour of 
Middle East oil, for example, is undoubtedly markedly less than that in 
current unit production costs—on account of the very large requirements 
of subsidiary capital investment in wholly undeveloped areas, the high rate 
of amortization necessary to cover the political risk, and the pre-emption 
of 50 per cent of profits by the producing countries. However, even after 
making provision for these factors, it seems that the true price advantage 
in favour of Middle East oil is larger than that reflected in the market. 
This appears to be the reason why the US Government has found it 
necessary to request domestic oil producers to confine imports of Middle 
East oil to agreed quantitative limits. ‘The fact that it has had to do so, 
of course, is a sign that a part of even the present restricted US output is 
uncompetitive—which the international companies, if left to themselves, 
would like to replace from their lower cost Middle East fields. 

Traditionally, the preponderance of the United States in both the supply 
of and demand for oil has naturally tended to key world oil prices to 
production costs in that country. As more weight in demand shifts to 
Europe and in supply to the Middle East, American influence on oil prices 
will probably tend to decline somewhat; and the quantity of American oil 
output is likely to be limited still more than it is at present by its high cost. 
But conversely—and this may be the real rub of present uncertainties—if 
Middle East output were seriously checked, Europe might have no alterna- 
tive but to pay for the higher output from the United States at its high 
marginal cost. 
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Transport Bottlenecks 


WHERE MIDDLE EAST OIL WENT, 1955 


67 8 36 6 
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nearly 72 per cent passed through the Mediterranean—65 million tons in 


():: of the 146 million tons of oil exported from the Middle East in 1955, 


tankers from the Persian Gulf via Suez and 40 million tons through pipe- 


lines to ports in the Lebanon and Syria. 


These routes carried most of the 


shipments to Western Europe and North America—which may double their 
requirements of Middle East oil within the next ten years. 


Suez and Tankers—Total oil shipped 
through Suez up from 6 million tons in 
1938 to 69 million tons in 1955—from 
17 per cent of all Canal cargo to 64 per 
cent. Large further increases in ship- 
ments through Canal likely to be 
limited by (1) width at critical points, 
(2) depth—existing 35 feet draught in- 
sufficient for fully loaded tankers over 
30,000 tons (which in practice pass 
through without full loads and in 
ballast). © Widening and deepening 
operations begun by old Canal Com- 
pany to take vessels of 36 feet draught. 
But even with existing pattern of traffic, 
economies of super-tankers generally 
outweigh limitations (use of Cape 
route, or Suez incompletely loaded ; and 
limited number of available ports). 
Economies expected to grow because 
of (1) increased Middle East shipments 
on long haul to United States, and (2) 
likely physical pressure on Canal. Last 
month BP and Shell both announced 
plans to build tankers of over 60,000 
tons, and US Government undertook 
study of scheme to build 50 large 
tankers. Largest tanker afloat is 
Japanese-built Universe Leader (84,000 
tons). 
Pipelines—In Iraq, whole of output 
from main fields in north pumped to 
Mediterranean (see map); e pansion of 
pipelire capa ity necessary for increased 
output. Recent diversion of proposed 


new line, raising capacity by 9 mn tons, 
to Banias in Syria instead of Tripoli in 
Lebanon followed Lebanon’s rejection 
of Iraq Petroleum Company’s payments 
offer, and company’s resistance to impo- 
sition of retrospective taxation. Recent 
basis of pipeline payments hitherto has 
been for companies to share 50-50 with 
transit states net profit of transporting 
by pipeline rather than via Persian 
Gulf; division betzeen transit countries 
generally on ton-mile basis—which 
Lebanon has now rejected. Dispute 
has resulted in halt in plans to divert 
Iraq Petroleum Kirkuk-Haifa line (dis- 
used since 1948) to Sidon in Lebanon. 

In September, [raq Petroleum an- 
nounced technical survey of possible 
pipeline route from Kirkuk to 
Iskanderun in Turkey. 


PIPELINES TO MEDITERRANEAN 
Capacity 
1955 Planned 
(million tons) 


Iraq Circuit 
Kirkuk-Banias, 30-inch. 163) 


Kirkuk- Tripoli, > 33° 
12 and 16-inch . : 74) 


Kirkuk-Haifa, 12- inch . 
Total ; 


Saudi Arabia, Tapline 
Hafar al Batin- Sidon, 
30-inch .. «- 20 


*24-inch, 9 million tons capacity additional line 
originally planned Homs (Syrian _ border)-Tripoli; 
work now started Homs-Banias. 

tProposed diversion from point in Jordan to Sidon, 
Lebanon; but project now in abeyance. 


"(not in use) 74f 
a 
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How Much for Europe? 


UROPE in the past decade has overtaken the United States as the 
Pier in which consumption of oil is rising most rapidly; and Europe’s 

demand has to be met almost entirely from imports. By far the 
largest part of the additional needs has been obtained from the Middle 
East; and these purchases have made Europe by far the largest of the 
Middle East’s customers. It is here that the mutual dependence is most 
strong. It is not likely to weaken in the foreseeable future. A study of 
the likely oil requirements of Western Europe in the next ten and twenty 
years made by the Oil Committee of the OEEC in July was confident that 
“there are no indications. of any shortage of [world] supplies through 
exhaustion of reserves within the period’”’; but, noting the concentration 
of the bulk of the world’s proved reserves within the Middle East, the 
report naturally concluded that this would continue to be the main source 
of Europe’s oil imports. 

Any check to the fulfilment of the increased demand seems likely to be 
imposed by limitations not of production but of transportation. Quite 
apart from possible political checks to the flow through the Suez Canal and 
through the pipelines in the territories of non-oil-bearing states, the increase 
in the oil flow upon which Europe and other areas are counting in the next 
few years will impose severe strains on the existing facilities at many points. 
The extent to which additional facilities can be provided depends partly on 
political factors: the possibilities at Suez in particular are now uncertain, 
and some of the planned extensions of pipelines have been held up by 
political disputes. But, as is described opposite, the companies have been 
quick to embark on alternative projects, of increased tanker capacity and 
pipelines by different routes; and these should mitigate their dependence 
on the goodwill of the existing transit countries. 

The prospective increase in the oil requirements of the non-Communist 
world in the next twenty years is generally estimated at between 24 and 
34 per cent a year. ‘The Middle East is expected to provide around one- 
half of the additional needs, which would mean that by 1975 it would 
account for three-quarters of world exports of oil (against around one-half 
at present). One expert, indeed, has forecast that if, as a result of a faster 
increase in industrial output and a slower increase in supplies of coal and 
nuclear power than are projected, the annual rate of the free world’s oil 
consumption rose by as much as 54 per cent, involving an increase from 
702 million tons in 1955 to over 2,000 million tons in 1975, the Middle 
East could supply considerably more than half the additional requirements 
—raising its output from its 1955 level of about 160 million tons to 400 
million tons by 1965 and 900 million tons by 1975.* ‘This is the estimate 
of the Middle East potential; a more realistic assessment is that the actual 





* “Oil Resources in the Next Half-Century’”’ by D.C. Ion, paper presented to the 
Institute of Petroleum at Torquay, June, 1956. 
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demands it will be called upon to meet will be something over 300 million 
tons by 1965 (still practically double 1955 output) and perhaps 650 million 
tons by 1975. 

These global estimates can offer little more than the roughest guide: 
they are necessarily based on arbitrary assumptions not only of the rate of 
expansion of world oil consumption but also of future production outside 
the Middle East. However, the imponderables in estimating European 
consumption, at least in the next five years, are fewer than those present in 
compiling estimates covering areas in process of more rapid industrial 
change; and Europe has special reasons for continuing to draw its oil from 
the Middle East rather than from other areas. 

The estimate of Western Europe’s oil consumption in the next five years 
made by the oil committee of the OEEC was of an increase from 100 million 
tons in 1955 to 153 million tons by 1960; by 1976, the committee forecast 
rather more tentatively that consumption would more than double again. 
The estimates were rather higher than those compiled earlier this summer 


TABLE VI 
WHO USES MOST OIL? 

Oil Consump- 

Consumption per Head tion as % of 

(kilogrammes) Total Energy 

1948 1955 1955 

United Kingdom .. bs 251 419 13 
Germany... _ “a 42 194 9g 
France i ie be 145 357 20 
Belgium wi is 7 167 434 16 
Sweden te + - 431 1,113 44 
OEEC average ” i 133 302 18 
United States - he 2,000 2,600 40 


by the OKEC’s Commission for Energy; yet the oil committee believes that 
its estimates are likely to err on the side of conservatism. Between 1947 
and 1955, it may be recalled, Western Europe’s total oil consumption 
(including use for bunkering) rose from 37 to 100 million tons, marking an 
annual rate of expansion of over 13 per cent; the projected rate in the period 
1955-60 is about 8 per cent and that between 1960 and 1975 6 per cent. 

The tremendous expansion of oil consumption in Europe in the first 
post-war decade can be attributed to three main influences: the large increase 
in industrial production and national incomes; the lag in output of coal; 
and the major programme of refinery construction. ‘The establishment of 
a major refining industry has entirely transformed the pattern of Europe’s 
oil imports. In 1947, over two-thirds consisted of refined products; by 
1955 over three-quarters of the total (up by three and a half times over 
1947) consisted of crude oil. On a statistical basis, Europe’s greatly 
increased demand for refined products could now be met almost in full from 
its own refineries. ‘The upshot is that the burden of oil imports on the 
balance of payments has been greatly reduced. Moreover, the relief has 
been especially marked in the dollar balance, as the increase in supplies of 
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crude has come mainly from the Middle East whilst large additional supplies 
of products would have been available only from the United States or the 
Caribbean. Moreover, the important participation of United States com- 
panies in the refinery programme has been one of the factors limiting the 
dollar cost of Middle East crude, since it has increased the companies’ 
sterling needs (the currency arrangements with the US companies are 
explained in full in an article on page 689). Without the provision of its 
own refining facilities, Europe would almost certainly have been unable to 
afford an increase in oil consumption so prodigious as has taken place. 





THE OIL BOOM IN EUROPE 
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It must be emphasized, however, that the switch in the refining of Europe’s 
oil from the producing to the consuming centres reflects a long-term trend 
that will be continued, if on a less revutiolonary scale, irrespective of con- 
siderations about the balance of payments. One reason is technical: the 
growing use of the by-products of oil refining in the petrochemicals 
industry favours the location of the reftneries in the great industrial centres. 
The major reason is political: the risk element in investment in sovereign 
states of the Middle East is incalculable. Since Abadan, the only major 
new refinery built in the Middle East by a Western company has been at 
Aden, a British protectorate, though an important extension is now under 
way in Kuwait, a British-protected sheikhdom. New refineries have been 
built in Iraq and Egypt, but chiefly by local interests. In the present 
political climate, the international companies are naturally somewhat 
reluctant to extend their commitments to projects that can be undertaken 
elsewhere. Even before Suez, the OEEC Committee considered that a 
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further ‘“‘ major expansion”’ in Europe’s refinery facilities would be 
necessary—though it doubted whether such expansion would be large 
enough to keep pace with its consumption of oil products. In Britain 
itself, however, the immediate programme of refining expansion—to raise 
capacity from 29 million tons this year to at least 39 million tons in 1958 
—should provide a substantial margin above the expected increase in 
domestic consumption. 

That increase is put by OEEC at very nearly 75 per cent in five years— 
from 23.6 million tons in 1955 to 40.8 million tons in 1960—compared 
with an expected expansion in Europe as a whole of 50 per cent. The 
fact is that, notwithstanding the progress of the past decade, British industry 
and the British consumer are still smaller users of oil than their counter- 
parts in almost every other major industrial country, with the exception of 
Germany. Between 1948 and 1955, as Table VI shows, oil consumption 
per head rose in Britain by two-thirds; in OEEC countries as a whole it 
rose by one and a half times. In absolute terms, Britain’s consumption 
per head was well above the OEKEC average—though less than one-sixth 
that in the United States; but the proportion of total energy consumed in 
the form of oil was only 13 per cent, compared with 20 per cent in France, 
44 per cent in Sweden, 18 per cent in OEEC countries as a whole—and 
44 per cent in the United States, where natural gas accounts for a further 
25 per cent. 

That is the measure of the further scope for an exceptional expansion 
(that is, one larger than that in industrial production and total demand for 
power) that still exists in Europe’s demand for oil. For many years the 
relief afforded by nuclear power is likely to be small in relation to the 
expected increase in demands for energy; and the high cost of additional 
supplies of coal, whether from European mines or from those in the United 
States, is likely to tilt the price ratio further in favour of oil. If Middle 
East supplies should ever be checked and alternative low-cost resources of 
oil did not quickly emerge, the trend might be retarded. But except 
temporarily perhaps it seems most unlikely to be halted. 





CRUDE OIL PRODUCTION IN MIDDLE EAST, 1945-56 


(Millions of metric tons) 





1945 1947 1950 1953 1954 1955 1956 
Jan-Fune* 

Kuwait .. -— 2.2 17.3 43.3 47.7 54.8 29.6 
Saudi Arabia 2.9 12.3 26.6 41.4 46.9 47.5 43.3 
Iraq 4.6 4.8 6.6 28.2 30.7 ce ee | 17.2 
Iran 17.1 20.5 32.3 1.0 3.0 16.2 52.3 
Qatar = ~— 1.6 4.1 4.8 5.4 3.0 
Egypt S.a 1.3 2.4 2.4 2.0 1.8 1.0 
Bahrain . 1.0 Soa 3.2 bua i.e 1.5 0.8 
Neutral Zone ~—- -— - -— 0.9 1.4 0.8 
Turkey .. = — Negl. Negl. 0.1 0.2 0.1 

26.9 42.2 88.4 121.8 137.5 162.5 90.3 





* Partly estimated 
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Middle East Oil Gazetteer’ 


This summary of the main facts of oil production and exploration in the individual 
countries of the Middle East, set out in order of magnitude of output in 1955, ts 
designed to be read in conjunction with the interleaved map and comprehensive table. 


KUWAIT 


Concession—Original concession to 
Kuwait Oil Company in 1934; extended 
1951 to run to 2026. Covers whole of 
sheikhdom of Kuwait, approximately 
6,500 square miles, including territorial 
waters up to 6 miles limit; but excludes 
the ruler’s interest in the Neutral Zone. 
Kuwait is linked to Britain by treaty 
and is a member of the sterling area. 
Oilfields—Burgan discovered 1938, but 
no production until 1946 ; Magwa dis- 
covered in 1951, Ahmadt in 1952. ‘The 
Burgan fields are among the most pro- 
lific in the world, and have provided 
virtually the whole of the phenomenal 
expansion in output (see table) that last 
year made Kuwait the leading producer 
in the Middle East. 

Known reserves at 5,400 million tons, 
are appreciably larger than reserves in 
the United States (see page 694). 
Exploration—Drilling began at Raud- 
hatain, in North Kuwait, in September, 
1954; tests in November, 1955, revealed 
existence of considerable oil accumu- 
lation at depth of over 10,000 feet. 
A second exploratory drilling spudded 
in December last at depth of about 
two miles. Results suggest possibility 
of new field some 15 miles from frontier 
with Iraq, forming part of geological 
structure of the Zubair field to the 
north, operated by Basrah Petroleum 
Co. Gulf Oil and BP, owners of 
Kuwait Oil, are confident that the field 
is ““ a major discovery ”’. 

Development drilling has been con- 
tinued in original field, in Magwa and 
in the new extension of the Burgan 
field at Ahmadi. The Sheikh has been 
reported to have offered oil rights 
covering off-shore areas adjacent to 
Kuwait beyond the six-mile territorial 
limit (see page 689). 





*Assistance in the collection of factual 
material for this section has been afforded to 
The Banker by Mr T. H. H. Skeet. 
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Pipelines—At present, two pipelines 
traverse Kuwait territory, one from the 
Kuwait oilfields, another from _ the 
Kuwait-Saudi Arabia neutral zone. A 
third is expected to be laid from the 
oilfields of Southern Iraq, by-passing 
Fao in Iraq to supply a deep-water 
terminal, adjacent to township of 
Kuwait, capable of berthing the largest 
tankers. Owing to the shallow waters 
at head of Persian Gulf, Fao can berth 
tankers only up to 15,000 tons. 
Refinery—Capacity being raised from 
1.4 million tons to 8.5 million tons by 
1957. 

Revenues—Expenditure of oil com- 
pany and payment of 50 per cent of 
profits to Ruler accounted for 90 per 
cent of national income in 1955. Pay- 
ments alone up from $11.7 millions in 
1950 to $280 millions in 1955; one-third 
allotted for development and current 
expenditure, much of remainder for 
purchase of foreign securities. 


SAUDI ARABIA 


Concessions — Original concession 
1933-99; other concessions expiring 
2005; after 1955 modifications and 
relinquishments, concession area, in- 
cluding territorial waters and off-shore 
areas, 360,000 square miles. Producing 
company ARAMCO. 

Oilfields—Oil first discovered 1938; 
1955 output 47.5 million tons. Main 
producing field in South Ghawar, con- 
stituting one of largest single accumu- 
lations of oil in the world ; encompasses 
an area some 140 miles in length, 
embracing former Haradh field at 
southern extremity. Ghawar field still 
only partially developed. Average pro- 
duction per well at end-1955 was 900 
tons a day, compared with average 
daily yield of wells in US of under 
2 tons. 

Exploration—Early interest shown by 
ARAMCO in off-shore areas; rights 
confirmed in 1948 in return for sur- 








render of rights in Saudi Arabia- Kuwait 
neutral zone. Capital expenditure for 
1956 scheduled at {28.6 millions; aim 
to bring off-shore field at Safantya into 
production by 1957. Early stages of 
plan involve eight off-shore wells. 
Territorial exploration being con- 
ducted in great central desert of Saudi 
Arabia, the Rub’al-Khalt, covering an 
uninhabited area of some 300,000 square 
miles. A stratigraphic well completed 
at record depth of 14,875 feet in 1955, 
making available much valuable infor- 
mation on pattern of rock formation 
beneath desert crust. ‘The rig subse- 
quently moved some 250 miles north 
to Uthmantyah area, where new drilling 
is in progress to augment yield of 
Ghawar field. 
Buraimi Dispute—Saudi Arabia has 
recently attempted to extend its influ- 
ence to the Buraimi Oasis, a potential 
oil structure on the south-eastern bor- 
der. ‘The issue referred to arbitration 
by Britain on behalf of Sheikh Abu 
Dhabi and Sultan of Muscat and Oman, 
where Petroleum Development (Oman), 
an associate of Iraq Petroleum, holds 
concessions. Arbitration broke down 
following alleged abuse by Saudi Arabia, 
leading to tribal fighting. Outstanding 
differences now expected to be settled 
by negotiations between the several 
parties. 
Pipelines—Some 16 million tons a 
year pumped 1,000 miles to Sidon in 
Lebanon through pipeline operated 
partly by ARAMCO and partly by 
‘ "Tap-line ’’ (Trans-Arabian Pipe Line 
Co.), a 100 per cent subsidiary of 
ARAMCO. Bulk of oil, however, 
pumped through short network to Ras 
Tanura on Persian Gulf. 
Refinery—Capacity 11.3 million tons. 
Revenues—ARAMCO introduced first 
50-50 profit sharing in Middle East in 
1950. Payments up from $13.2 millions 
in 1946 to $280 millions in 1955—when 
they comprised 85 per cent of Govern- 
ment receipts. No special reserve or 
development fund. 


IRAQ 


Concessions and fields—(1) J/rag 
Petroleum Co., 1925-2000, covers pro- 


vinces of Bagdad, Mosul, east of ‘Tigris 
(except Khanagqin), 32,000 square miles. 
Produces about three-quarters of total 
Iraq output (33.7 million tons in 1955). 
Chief producing field Kirkuk, dis- 
covered 1927; other fields: Baz Hassan 
Reservoir, discovered 1953, and Jambur, 
1954. 

Subsidiary companies of IPC: (2) 
Mosul PC, concession 1932-2007, cover- 
ing area west of the ‘Tigris and north of 
latitude 33°; 40,000 square miles. Out- 
put in 1955: 1.2 million tons. Main 
fields: Butmah, Ain Zalah, Qatyara. 

(3) Basrah PC, concession 1938-2013, 
in area not covered by IPC, Mosul PC 
and Khanaqin concessions, together 
with Iraq’s undivided half-interest in 
the Iraq-Saudi Arabia neutral zone; in 
all about 100,000 square miles. Output 
in 1955: 8 million tons. ‘Three-quarters 
from Zubair field discovered 1948; 38 
wells completed by 1955. Rumaila dis- 
covered 1953. Exploratory drilling pro- 
ceeding in west of concessional area. 

(4) Khanaqin Oil Co., 100 per cent 
subsidiary of BP. Original concession 
1901; subsequently extended 1926-1996. 
Output in 1955: 400,000 tons. Naft 
Khaneh field discovered 1923. 


Pipelines — Kirkuk oil pumped to 
Mediterranean (see page 696); oil from 
Southern Iraq to Fao on Persian Gulf. 
Alternative route being considered 
through Kuwait (see above). 

Refineries—Total capacity 1955: 2.2 
million tons, including 1.2 million tons 
from new state-owned refinery at Dora. 


Revenues—Estimated at $14 millions 
in 1950, $223 millions in 1955. Iraq 
Development Board, established in 
1950, receives 70 per cent of oil 
revenues for capital projects. Develop- 
ment plans as follows: 

1951-56 1956-60 


(£ mns) 

Flood control, irrigation, 
ae. «. +a .. 76.4 107.9 
Industry and power 31.1 43.6 
Building aN 18.0 59.8 
Roads and bridges 26.8 53.7 
Railways and airports .. -—— 20.0 
Total 155.4 303.3 


Plan for 1956-60 recently revised up- 
ward substantially. 
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IRAN 


Concession— Original concession 
granted to W. K. D’Arcy in 1901 to 
expire in 1961, taken over 1909 by 
Anglo-Persian Oil Company. Revised 
concession reducing area to about 
100,000 square miles in southern area 
granted 1933, to terminate in 1993. 
Company renamed Anglo-Iranian 1935; 
nationalized May, 1951; ownership of 
fixed assets and oil deposits throughout 
whole of Iran vested in National 
Iranian Oil Company. Production vir- 
tually halted 1951-54. 


Consortium Agreement — Under 
agreement concluded on October 29, 
1954, Iranian Government and NIOC 
conceded to operating companies owned 
by international consortium (detailed in 
big table) the right (1) to conduct 
exploration and production on_ behalf 
of NIOC to extent specified in the 
agreement in a defined area in Southern 
Iran, differing somewhat from amended 
concession area of Anglo-Iranian, and 
(2) to operate refinery at Abadan, on a 
similar basis. 

The agreement, which abrogated 1933 
concession, scheduled to run for 25 
years with provision for three extensions 
of five years at option of the con- 
sortium; but each extension to be sub- 
jected to diminution in area of opera- 
tion. Area covered approximately 
100,000 square miles, reducible by 
three steps as the options are exercised, 
to about 50,000 square miles by 1989. 
Agreement terminates in 1994. The 
arrangement constituted a “ lease”’ of 
the assets of the oil industry in Southern 
Iran, the companies being granted ex- 
clusive rights of operation during the 
currency of the agreement. 

The two operating companies, owned 
by holding company comprising mem- 
bers of the international consortium, 
are the Iranian Oil Exploration and 
Producing Company and the Iranian 
Oil Refining Company. ‘Their function 
is to produce and refine, but not to 
buy and distribute, the products of the 
oilfields. Oil sold by NIOC (in whom 
ownership of oil and fixed assets is still 
vested), to subsidiaries of the con- 
sortium members, known as _ trading 
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companies (17 in number), who in turn 
operate independently to market the oil 
overseas through their traditional trad- 
ing networks. 


Revenues—The NIOC reserves right 
to receive, in lieu of payment, crude oil 
up to 124 per cent of total quantity 
produced for export; and may itself sell 
the consignment overseas. Further, 
the company holds a monopoly over 
distribution and marketing of oil con- 
sumed in Iran, which is refined at 
Abadan by operating company at cost. 
Iran’s earnings are twofold: receipt per 
barrel of 124 per cent of posted price 
of crude oil exported, or receipt in kind 
of 12} per cent of crude in lieu of 
export; and tax levy on profits of both 
operating and trading companies. 


North Iran—-Power to conduct ex- 
ploration and eventual production of 
oil outside area covered by 1954 agree- 
ment vested in Iran Oil Company, a 
100 per cent subsidiary of NIOC estab- 
lished by statute in January, 1955. 
Important discovery recently made at 
Alborz (near Qum), 80 miles from 
Teheran. Exploration also reported in 
northern provinces along strip bordering 
USSR; Soviet concession granted in 
this area after the war (see map) never 
ratified by Iran. 

The NIOC now operating Naft-2- 
Shah field, in area adjoining Iraq 
border and Kermanshah refinery, both 
inside former Anglo-Iranian concession 
area; output used solely for local 
requirements. 


Production and refining—1955 out- 
put of crude 16.2 million tons, compared 
with 32.3 million tons in 1950: aim to 
raise to about 30 million tons next year. 
Throughput at Abadan expected to be 
10 million tons by end-1956 and 123} 
million tons by end-1957; original 
capacity 25 million tons. 


QATAR 


Sheikhdom protected by Britain under 
special treaty; member of sterling area. 
Territorial Concession—1935-2010 to 
Qatar Petroleum Co, an associate of 
Iraq Petroleum; covers all of Qatar plus 








territorial waters up to three-mile limit. 
Dukhan field discovered 1940; produc- 
tion commenced in 1949. Qatar output 
1955: 5.4 million tons. 

Offshore Concession—Covers conti- 
nental shelf offshore beyond the three- 
mile limit. Concession covering 10,200 
square miles granted by Sheikh to Shell 
Company of Qatar in 1952 for a period 
of 75 years. 

First drillings in 1955. Company 
employing a 140 feet by 90 feet mobile 
platform, costing some £500,000. Initial 
well drilled some five miles off land and 
abandoned at depth of 6,700 feet; 
second well, located 45 miles from 
shore east of Doha, capital of Qatar, 
has reached depth of 8,000 feet, the 
rig operating in about five fathoms of 
water. 

Concession covering marine areas 
adjacent to Qatar but beyond three-mile 
limit had been granted in 1949 to 
Superior Oil Co and the Central Mining 
and Investment Corporation of the 
UK; but interests abandoned 1951 


following initial surveys. 


EGYPT 


Production at present confined to Red 
Sea area and Sinai Peninsula. Oil 
discovered at Ras Gharib on the 
African coast of Gulf of Suez in 1938 
after many years of exploration; this 
field produced 1.2 million tons in 1955. 
Smaller fields include Ras Sudr, Asl 
and Ras Matarma in Sinai Peninsula. 
Production in Sudr and Asl fallen from 
peak. ‘Total Egyptian production 1955 
1.8 million tons, compared with peak 
of 2.3 million tons in 1950. 

Exploration—No oil yet discovered in 
Western Desert; but US interests now 
working under concessions granted in 


1954, expiring 1984. Concessions (see 
map) operated by Sahara Petroleum Co 
(formerly Egyptian American Oil Co), 
a subsidiary of Continental Oil Co, on 
behalf of following participants: Con- 
tinental Oil Co (Delaware); Ohio Oil 
Co, through 100 per cent subsidiary 
Oasis Oil Co; City Services O11 Co; 
and Richfield Oil Corp, through Rich- 
field Mediterranean Oil Co. Sahara 
Petroleum Company also applying for 
concessions in Delta area and North 
Sinai. 

Also operating in the Western Desert, 
south-west of Cairo, is the International 
Egyptian Oil Co. 


BAHRAIN 


Concession and field—Original con- 
cession 1925, then 1940-95, now expires 
2024. Area covered is island of Bahrain 
and territorial waters. Producing com- 
pany: Bahrain Petroleum Co, incor- 
porated in Canada, owned wholly by 
US interests. 

Main field at Awali, discovered 1932. 
Total wells drilled by end 1955 146, 
of which 106 producing oil and further 
four gas. Exploration being extended 
to the offshore areas. Production re- 
mains fairly constant at about 14 
million tons a year. 

Political status—The island, situated 
off coast of Saudi Arabia in Persian 
Gulf, comprises a _ British-protected 
sheikhdom under Treaty of 1892. Mem- 
ber of sterling area. Population of 
120,000 mixed: Persian-Indian-Arab. 
Sir Charles Belgrave, financial adviser 
to Sheikh for 30 years, retired this year. 
Nationalist pressures led by Bahraini 
Committee of National Unity. Iran 
has claimed Bahrain Archipelago as 
integral part of its territory, resting its 


EGYPT—COMPANIES, INTERESTS AND FIELDS 


Anglo-Egyptian Oilfields Anglo-Dutch 
Ltd BP 
Egyptian Govt 


Private subscribers 


Mobil Oil, Egypt, Inc.. Wholly US 


National Petroleum Co 
of Egypt (International 
Egyptian Oil Co) 


Swiss, Belgian, Italian, US 
and Egyptian interests 


30.89% Concessions extend Eastern 

30.89% Desert, adjoining Red Sea 
9.5% Ras Gharib discovered 1938 

28.72% Also shares with Mobil Oil: 


Concessions in Sinai peninsula 
Ras Sudr discovered 1946 
Asl st 1948 
Ras Matarma - 1953 
Wadi Feiran discovered 1945 
Belayin ie 955 
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case on three letters written in 1869, 
1822 and 1820. Bahrain broke loose 
from Persia in 1782. 


KUWAIT/SAUDI 
NEUTRAL ZONE 
Concession shared by American Inde- 
pendent Oil Co and Pacific Western 
Oil Corpn. Wafra field discovered 
1953; 1955 output: 1.4 million tons. 


TURKEY 


Output has risen from 30,000 tons in 
1953 to around 250,000 tons in 1955. 


The two producing fields located in 
S.E. Turkey: Ramandag and Garzan, 
discovered in 1948 and 1951 respec- 
tively. Operated by Turkish National 
Petroleum, in which Turkish Govern- 
ment hold 51 per cent interest. Petro- 
leum Law of 1954 provided for 50-50 
sharing of profits and a 27} per cent 
depletion allowance; amended in 1955 
to advantage of foreign capital. 

Exploration now proceeding rapidly. 
Concessions granted in Thrace to US, 
British-Dutch, Canadian and German 
interests; and to US interests also in 
Sir and East Anatolia. 





Exploration in non-otl-producing countries 


ISRAEL 


Oil discovered at Heletz in Septem- 
ber, 1955, at depth of 4,900 feet; yield 
250-350 barrels a day. Some wells now 
producing in commercial quantities. 
Operating companies formed by Israeli, 
Swiss and small US interests; no par- 
ticipation by major companies operating 
in Arab countries. Iraq Petroleum 
abandoned exploration in 1948. 


SYRIA 

Concession granted to Syria Petro- 
leum Co, an associate of Iraq Petroleum, 
abandoned in 1951; exploration ex- 
penditures totalled £6 millions. Equip- 
ment left in Syria and at present 
operated by J. W. Menhall, US-owned 
Syrian-American Oil & Gas Co, in 
somewhat smaller concessional area 
of 6,000 square miles in North Syria. 


LEBANON 


Concession granted to Société Liban- 
aise des Petroles, whose capital is 
subscribed by Pacific Western Oil 
Corpn and Lebanese investors. Deep 
tests in the Bakaa Plain abandoned after 
reaching depth of over 8,500 feet. 

A further concession was granted to 
Sheikh Yusif-Sephan in 1946. 


JORDAN 


Concessions first granted 1947 to 
Trans-Jordan Petroleum Company to 


expire in 2022, relinquished in favour 
of Edwin Pauley, of the US; the re- 
vised concession runs from 1955 to 
2010. Concession company permitted 
to explore whole of Jordan territory for 
period of eight months and thereafter 
to select one-third of the area for actual 
drilling. Peguasa Oil Company of 
Guatemala recently granted similar con- 
cession. 


TRUCIAL COAST 


Covers seven sheikhdoms, all in 
treaty relationship with Britain: Abu 
Dhabi, Dubai, Sharjah, Ajman, Ummal 
Qaiwain, Ras al Khaima, and Fujaira. 

Concessions granted to Petroleum 
Development (Trucial Coast) Ltd, an 
associate of Iraq Petroleum. Areas as 
yet undefined, but exclude off-shore 
rights. Drilling at Murban (Abu 
Dhabi), though encouraging, aban- 
doned after mechanical difficulties en- 
countered in 1954. Other deep test 
wells at Ras Sedr (abandoned at 13,000 
feet), Jebel Ali (abandoned at 12,350 
feet) and Gezira (100 miles west of 
Murban, abandoned at 12,500 feet). 

Off-shore concessions in Persian Gulf 
granted to Abu Dhabi Marine Areas 
Ltd and Dubai Marine Areas Ltd. 
Both companies owned two-thirds by 
British Petroleum and one-third by 
Compagnie Francaise des _ Petroles. 
Seismic survey in Abu Dhabi area 
completed in January, 1956; British 
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contractors conducting shallow boring 
of sea bed. Initial deep test well, 
costing some £5 millions, to be located 
20 miles off the small island of Das, 
some 60 miles north of mainland of 
Trucial coast. 


MUSCAT AND OMAN 


Concession for 75 years granted 1937 
to Petroleum Development (Oman) 
Ltd, an associate of IPC, covering whole 
Sultanate of Muscat except province of 
Dhofar. Drilling in progress near Jebel 
Fahud in centre of Sultanate; results 
not yet apparent. 

Concession in Dhofar operated since 
1951 by City Services and Richfield 
Oil Corpn, both US interests. Pre- 
liminary test drilling proceeding in 
south near Aden border. 


YEMEN 


Concessions include: 

(1) Grant to C. Deilman Bergbau 
GmbH (a German firm), holding 
a 25 per cent interest in association 
with the Yemen Government’s 
75 per cent. If commercial quan- 
tities of oil discovered, concession 


will hold for 20 years; otherwise 
will lapse in 1958. Prospecting 
along coastal strip started in 1953, 
(2) Grant to Yemen Development 
Corpn of Washington. Con- 
cession granted 1955; if oil dis- 
covered in commercial quantities 
expires 1985. Operation in asso- 
ciation with Government; covers 
both oil and minerals over area of 
about 40,000 square miles. No 
oil yet lecated. 
Both concessions appear to cover 
roughly same area; dispute referred to 
arbitration. 


ADEN PROTECTORATE 


Exploration licence only taken by 

Petroleum Concessions, an associate of 
Iraq Petroleum. Licence first granted 
in 1938 and renewable at short intervals. 
Survey party has so far made no satis- 
factory find. 
Refinery with capacity of 5 million 
tons built by British Petroleum in 1954; 
throughput reached 4 million tons in 
1955. Thermal reforming unit with 
annual throughput of 400,000 tons to 
be added. 








Reprints 


THE BANKER 





of this 28-page special survey, 
including the interleaved 
map and table, may be obtained, 


price ls 6d, from 


9/11 Poultry, London, E.C.2 








706 








Banking Reform in 
Belgium 


By GAVIN GORDON 


BRUSSELS, October 15 


ELGIAN banking has just undergone a major and unique 
reform, and one apparently designed to be even more thorough 
than that of 1935. Its uniqueness lies in the fact that the 
process has not (up to the present) required legislation, and even 
its nature has not been the subject of a public announcement. ‘The fact 
that it has occurred is, however, officially disclosed in a fifteen-page intro- 
duction to the annual report of the Banking Commission. This comprises 
a reasoned dissertation on the importance of ‘“ pure”’ banking; some not 
very precise references to the “ incident” that brought matters to a head; 
and a statement that, after talks with the chief people concerned, the Com- 
mission has received assurances “‘ of considerable import ”’ that will forthwith 
be carried into effect. ‘The sting in the tail is a rider to the effect that, if 
this arrangement does not work, a thorough-going amendment of the law 


will become a necessity. 


Investment Companies Shedding their Bank Shares 


The Commission’s report names no names. It is, however, an open 
secret that the reform so informally secured is a promise of ‘a wider 
distribution of bank shares ’—in other words the unloading of the greater 
part of the holdings of these shares in the portfolios of the major invest- 
ment companies. It is equally well known that the incident that led to it 
was the series of differences between the Banque de Bruxelles—second 
largest of the Belgian commercial banks—and the investment companies 
(known for short as the Brufina-Cofinindus group) owning outstandingly 
the biggest shareholding in that bank. ‘These differences culminated last 
January in the appointment of the former Premier and Foreign Minister, 
M. Paul van Zeeland, to be a director of the Banque de Bruxelles with the 
assignment and title of counsellor-general, and to be a director and chairman 
of its Congo subsidiary, the Banque Belge d’ Afrique. 

The reform is, of course, in line with the avowed purpose of the Royal 
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Order enacted, in 1935, by a Government of which M. van Zeeland was 
Prime Minister. At that time the Belgian banks, which had developed to 
carry on what was little more than a subsidiary activity of the big industrial 
groups, were large industrial shareholders and organized as such. Such a 
structure had become clearly inappropriate to an age in which deposit 
banking was gaining ground and becoming a matter of public, rather than 
sectional, responsibility; and the key provision in the 1935 reform was 
that which prohibited the banks from holding any shares except in com- 
panies the business of which was either banking or closely ancillary to it. 

The Order was enacted at a time when the Belgian franc was subject to 
quite a number of difficulties. These preoccupations—and perhaps an 
undue reliance on academic, to the exclusion of business, advice—may 
explain how it happened that the elaborate precautions taken against evasion 
of the intended reform were not accompanied by any serious consideration 
of the ease of avoidance. ‘The effect was a foregone conclusion. The 
banks and the investment companies became separate bodies; but the 
latter controlled the former, and borrowed handsomely from them to carry 
the deal through. On paper, at least, the reform left the industrial- 
financial control of banking still intact and unimpaired. In practice, it 
was impaired only in so far as the personalities of the banking world were 
prepared to let banking considerations take precedence, in the last resort, 
over the interests of their largest shareholders. 

This was a defect in the law to which the Banking Commission, created 
by the Order as a supervisory, and virtually disciplinary, body, drew attention 
in its first annual report. That it has taken twenty years to come to a 
crisis is a tribute to the persuasive and understanding work of the Com- 
mission, which has at no time abated its faithfulness to the principles 
underlying the Order that created it. It was not long before the Com- 
mission was able to point to a drastic diminution in the excessive borrowings 
by investment companies from the banks. 

The detail of the conflict between shareholder-interest and banking 
judgment is, for present purposes, irrelevant. It attracted a great deal of 
high-level attention and provoked at least one major lawsuit which ended 
(if it is indeed ended) in what looked like a pyrrhic victory for both sides. 
The Commission appears to have seized symbolically on the question of a 
directorial appointment. How it became cognizant of this is not stated, 
though it appears to have discussed the principles involved with the 
Commissaires-Reviseurs, supervisory bank officials appointed from an 
approved list and fulfilling, in addition to a function akin to that of an 
auditor, the duty of reporting to the Commission on the bank’s observance 
of the law. The Commission took a very poor view of the appointment 
of a director “ provided with, or disposed to accept” orders from outside 
the bank itself. ‘The practice of nominee directorships, the report states, 
however prevalent it may be in business, is unrecognized by the law and 
quite inappropriate to banking. 

This, of course, is a truism in England. ‘The need to state it in Belgium 
stemmed from the past, for the power of the investment companies to 
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control the banks had not yet been seriously challenged. The Belgian 
law does not require directorial appointments to be approved as such; but 
it requires any bank director to obtain the Commission’s approval before 
he sits on the board of another company. Consent is in fact quite often 
given, but always with an eye to the principle, stated in the Report to the 
King on the 1935 law, that the administration of banking should be “ con- 
fined to a limited number of persons devoted exclusively to it, whose 
responsibility should thereby be the better defined and the more accentuated”’. 

The rule is a severe one, considerably more severe than the British banks 
impose upon themselves. It is impossible to state that it has in the past 
excluded nominee directorships, though it has in fact prevented there 
being large numbers of directorships overlapping between the banks and 
industry or industrial finance. Moreover, the controlling investment com- 
panies, besides being shareholders, are also customers; and there is only a 
tenuous (and often invisible) line to divide the shareholders’ nominee from 
the good-banking-brains-among-the-customers. 


Control Highly Concentrated 


It may well be that, when once the financial control of the banks is 
effectively loosened, a tradition of non-representative directorship will grow 
and permit this rule to be relaxed. At the moment, however, there is no 
certainty as.to the machinery, and therefore as to the effectiveness, of the 
action contemplated to loosen the control. Belgian banking is very con- 
centrated, in that three banks control 81 per cent of the branch establish- 
ments and 70 per cent of the combined deposits, capital and reserves. All 
of them have a quarter or more of their share capital in the hands of a 
single investment company which, except in one case, has very big industrial 
interests. ‘The effective control of shares, through other companies in the 
groups concerned, may well be much higher. The present question is, 
therefore, not whether the central holdings are going to be distributed, but 
how far this distribution will carry them. 

The Banking Commission is, however, the watchdog of the spirit of the 
law as well as of the letter. ‘This, presumably, is why the warning of a 
possible change in the law is prefaced by an appeal for what amounts to 
a psychological change at the top levels. What is important is not so 
much the shareholding, or the directorships, as the principle that banking 
should be conducted—as the interests of all users of money dictate— 
according to the proved criteria of banking prudence that have borne the 
test of time elsewhere. 

The decision to seek a solution by splitting up the big bank shareholdings 
follows, of course, the pattern lately put into operation in the United States. 
The alternative would have been to suggest to the banks that they amend 
their articles of association in such a way as to limit the voting rights of 
big shareholders. This system has long been adopted by the British banks 
on their own initiative-—-in some cases the rule dates back more than a 
century. Unfortunately, it would have been unsuitable for adoption in 
Belgium, where shares are almost invariably in bearer form. ‘There is 
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plenty of recent experience of the appearance of plurality that can be given 
to the voice of a large shareholder under this system; and from this, it is 
reported, even the banks have not been immune. 

The Commission’s action has, of course, been attacked as a step in the 
direction of official credit control. Similar allegations are made from time 
to time about other activities of the Commission, notably the fixing of the 
three basic “ coefficients”? by which the banks are legally bound. In 
practice, the cash ratio presents no hardship and is a limitation only on the 
biggest banks, and there is little limitation in the solvency coefficient, or 
ratio between the banks’ outside liabilities and the total of their capital 
and reserves. ‘The cover coefficient is more debatable. Originally im- 
posed as a check to post-war inflation, it requires the banks to maintain, 
in specific types of Government securities, a cover representing, for the 
big deposit banks, as much as 65 per cent of their deposits. Nowadays, 
of course, this is merely a device that ensures forced lending to the Govern- 
ment; and in recent years a good deal has been done to improve (from the 
standpoint of the banks’ earnings) the classes of paper eligible as cover. 
Against deposits for a month or longer the banks are now allowed to include 
Government, or Government-guaranteed, paper of any maturity. For 50 
of the 65 per cent cover required against sight deposits, however, the best 
that is allowed is Treasury certificates of four months’ and twelve months’ 
maturity, issued at fixed rates respectively of 1; and 142 per cent. 

For some time the banks have made no secret of their dislike of this 
system, which severely limits the earning capacity of a large part of their 
resources, and therefore reacts on the structure of interest rates when 
money is lent to private borrowers. ‘The official comment on this is that, 
even if full liberty were allowed, the banks would not be able to find enough 
borrowers and would therefore have to fall back on Government securities. 
‘To this there are two answers: First, that market liquidity will not always 
be as great as it is just now, under the effect of prolonged surpluses in the 
balance of payments; and, secondly, that even if they had to buy Govern- 
ment securities, they would be able to choose what securities they should 
buy, and could well create a market for quite different forms of maturity. 


Legal Gold Cover for Note Issue 


‘Treasury management in Belgium has not, in the past, been of such a 
type as to encourage the banks to hope for reform under this head. ‘The 
Liberal Finance Minister, M. Henri Liebaert, is however a financial tech- 
nician and, out of office, a bank director. He is at present engaged in 
preparing two Bills that are to be laid in November, the one establishing 
the legal price of monetary gold, and the other establishing for the National 
Bank the legal minimum of the reserve of gold to be held against the note 
issue. ‘These measures will evidently amount to little more than the formal 
recognition of what already exists de facto. M. Liebaert has, however, the 
reputation of being, among ali Belgium’s post-war Finance Ministers, the 
one best able to see eye to eye with the National Bank. He is now under 
strong pressure from the National Bank to amend a state of things whereby, 
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under the auspices of the same defects of ‘Treasury management that influence 
the cover coefficient of the commercial banks, the Treasury is always pretty 
near the limit of its overdraft. 

This arises from the statutory convention between the Minister and the 
National Bank whereby the latter’s holding of Government and Govern- 
ment-guaranteed bills is limited to frs 10,000 millions. This is used by 
the Government as an overdraft sanction, and the great bulk of it is con- 
stantly in use. Governor Frere has made no secret of his feeling that 
much of it is really longer-term indebtedness and should be consolidated as 
such. He would prefer the holding of Government paper to be regulated, 
not by Government borrowing requirements, but by the National Bank 
itself—through an open-market buying and selling policy that would give 
it an additional weapon of credit control. 

The language of the National Bank’s 1955 report, in which this question 
was very emphatically raised, implied not only that the National Bank 
should be able to sell and buy, but that the commercial banks should be 
left with sufficient appetite for Government paper to ensure their desire to 
buy and sell in the market. ‘This clearly ties in with the desire of the 
commercial banks that the cover coefficient system should be drastically 
amended, if not abolished altogether. It also suggests that the power of 
the Banking Commission to fix the banks’ cash ratio should be used flexibly, 
as an instrument for trade cycle control, rather than as a fixed factor in 
banking practice. 

The National Bank also pointed out the weakness of the financial structure 
represented by the absence of any free money market. As things stand, 
the whole of the commercial banks’ overnight balances are absorbed by the 
Rediscount and Guarantee Institute, which borrows at a fixed rate of 14 per 
cent and at a slightly higher rate on five- and ten-day notes. The bank’s 
report called for a close study of the effects of this rigidity, and of the 
measures required to end it and create a real money market in which rates 
vary with supply and demand. | 

Reform, therefore, is in the air. How far, and how fast, it will proceed 
is, of course, anybody’s guess. Commercial banking in Belgium, in which 
there is an admirably efficient postal banking system, has yet to rise to the 
status of being a general means of payment or a popular means of con- 
serving temporary balances. Since the large-scale withdrawals from bank 
deposits that started in 1938, and the corresponding increases in the note 
issue under the influence of the pre-war liquidity drive, deposits in the 
banks have remained consistently and considerably smaller than the note 
issue. This is, of course, due to the public habit of keeping large personal 
reserves in the form of cash; the loose floorboard beneath the sideboard is 
a recognized social institution. It is doubtful whether any of the reforms 
—effected, contemplated or advocated—will by itself and at once produce 
an amendment of this habit. ‘This could, however, happen under the 
influence of a widely trusted and flexible banking system. Belgium’s 
standing nowadays—and her franc’s—is such as to make such a system 
highly desirable. 


711 
FI 








The Governor Appraises 
His Weapons 


Y contrast with the frankness, even loquacity, of some central 
banks in the display of their policies, the public pronouncements 
of the Bank of England—the very rare pronouncements—still wear 
an air of extreme caution and reticence. But the Old Lady is a 
shade less densely veiled than she used to be. ‘Twelve months ago, at the 
Bankers’ Dinner at the Mansion House, Mr Cameron Cobbold gave a 
balanced appraisal of the role of monetary policy, as he sees it, in the 
modern economy. On the parallel occasion this year his speech was even 
more indicative of the official attitude, notably because he discussed not 
only the recent effects of monetary policy but also the monetary weapons 
themselves. ‘The full implications will emerge, however, only to those 
who ponder and read between the lines. For that reason we are again 
reproducing almost the whole speech verbatim. 

‘Two important conclusions can fairly be drawn about the Bank’s stand- 
point in the year’s controversies over monetary technique. ‘The first 
relates to liquidity ratios and the adequacy of the present apparatus, and 
the second to the device of exhortation-cum-directive—euphemistically 
called ‘‘co-operation’”’. It is now confirmed that the possibility of intro- 
ducing new techniques, and in particular ‘‘an enforced and movable 
liquidity ratio ’’, was seriously examined early this year; and it is also con- 
firmed that, whatever the views held in Whitehall, the Governor stood 
squarely behind the present policy—the avowed aim of which is to keep 
due control of bank liquidity by voluntary fundings, by stimulating savings 
and especially ‘‘ national’’ savings, and by seeking economy in_ public 
expenditure. The Banker warmly approves this choice of principles, and 
here differs on one vital point from Sir Oscar Hobson, who, in commenting 
on the Governor’s speech (see page 676), advocates an enforced funding or 
TDR issue as a once-for-all special attack upon accumulated floating debt. 
Such a breach in the principle of regulation by flexible market-place tech- 
niques might be expedient if the need for funding were indeed of the 
once-for-all kind, such as that caused by the transition from passive to 
active monetary policy in 1951. But in fact the problem is a continuing 
one, requiring a constant series of generally marginal adjustments in the 
supply of liquid assets; a once-for-all slash now would not make it signifi- 
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cantly easier for the authorities to use market techniques realistically for this 
continuing purpose. And a TDR device, happily now rejected by the 
Chancellor (see page 678), would prove an irresistible soft option whenever 
market conditions looked unpropitious for gilt-edged sales. 

Even as it is, official practice often falls short of official precept. The 
Governor, pointing to the advantages of the present system, remarks that 
the liquidity ratio sounds “two different warning bells ’—a falling ratio 
warns the banks when their advances [? and/or investments] are rising too 
fast and a rising ratio warns the Government when floating debt is rising 
too fast. But this second bell is a warning for both wings of the 
‘authorities’; in the absence of more fundamental correctives, it calls 
for more vigorous departmental sales of gilt-edged—and that, surely, is an 
integral part of monetary policy for which the Bank has a responsibility no 
less (and some would say much greater) than that of the Government. On 
this question of official sales, Mr Cobbold simply regrets that at times “ it 
has not proved possible” to sell sufficiently securities other than floating 
debt; there is no admission that “ possibility ” is here a function of price. 

To bridge the gap between practice and precept, the authorities have 
turned to the magic of “co-operation ’’—a process of response by the 
commercial banks to official hints or requests that has much value if used 
delicately, sparingly and exceptionally, but if used excessively can destroy 
all the virtue of the free market mechanism for the lubrication of which it 
is enlisted. Cohesion and responsiveness have long been the pride of the 
British banking system; this being so, it is good to see that the Governor 
acknowledges the associated dangers. He obviously fears that the responsive 
bankers may be asked, to the lasting detriment of the national interest as 
well as their own, to shoulder responsibilities that should rightly be 
shouldered by the Government. ‘The danger is very real, as recent experi- 
ence proves, and it goes further than the Governor hinted. There is also 
the danger that “‘ co-operation ’”’ may be enlisted to ease the responsibilities 
of the Bank itself. A case in point was the suggestion last summer that 
any obvious excess of liquid assets should be turned into gilt-edged. 





Mr Cobbold’s Speech 


at the Bankers’ Dinner in the Mansion House on October 9, 1956 


PROPOSE again tonight to speak old arrangements merely for the sake 
[sxsinty about monetary policy, which of tradition. But equally we see no 
has been under much discussion advantage in changing arrangements 
throughout the year. Controversy has which work well, unless we are sure 
centred both on the technical machinery that change would be for the better. 
and on the general effects. The spotlight has been on the move- 
To take first the mechanics, doubts ment of bank advances. In the five 
have been expressed whether our tech- years since we began to operate a more 
nical arrangements are up to date. flexible monetary policy, inflation has 
There is no advantage in sticking to not in this country been fed by any 
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runaway increase in total advances. 
Over the period, and against a back- 
ground of rising prices and strong 
demand for money, the level has re- 
mained remarkably steady. In fact, the 
total of clearing bank advances is now 
slightly lower than it was just five years 
ago—a very different experience from 
that in, for example, the United States 
or Germany. 

‘Twice—once at the beginning of this 
period and again in the spring of 1955 
—signs emerged of an undesirable in- 
crease. Both times, by a combination 
of technical measures and of co-operation 
between the authorities and the banking 
system, the movement was held and 
reversed. 


New Weapons or Old ? 


~ The level of bank advances is by no 
means the whole story. The total level 
of bank deposits, influenced very greatly 
by the size and form of Government 
borrowing, is no less important. Our 
consistent objective has been to keep 
the floating debt, vastly expanded 
during the war, down to manageable 
size. By a series of funding operations 
over the post-war years a more healthy 
position was restored. Unfortunately, 
at some periods during more recent 
years, it has not proved possible to 
match the total requirements of Govern- 
ment and public bodies by the sale of 
long-term securities. Floating debt has 
again at times become excessive, bank 
deposits too high and technical pres- 
sures more difficult to maintain. 

The authorities had to choose early 


this year between two broad alternative 
courses. Either they had to press on 
with measures to reduce the creation of 
new short-term debt and to fund exist- 
ing short-term debt—by economies, a 
savings drive and a general funding 
programme. Or they had to accept 
that this could not be achieved and to 
introduce new techniques—for example, 
an enforced and movable liquidity 
ratio. 

I believe that the right decision was 
taken and that we should concentrate 
on making a success of the policy now 
being pursued, with its emphasis on 
savings, funding and economy. The 
great merit of the existing technical 
arrangement is that it rings two different 
warning bells. When Government bor- 
rowing is in hand but bank advances 
are increasing too fast, the liquidity 
ratio rings a bell of warning to the 
banks, as in the first part of 1955. 
When bank advances are in hand but 
Government short-term borrowing is 
mounting dangerously, it rings a bell 
of warning to Government, as it did 
most properly in the latter part of last 
year. A mandatory increase in the 
liquidity ratio, by forcing the banking 
system to hold more Treasury bills, 
would work in absolute contradiction 
with a policy of funding and reducing 
bank lending to the Government. 

I turn to the general contribution of 
monetary policy to the fight against 
inflation. Appraisal is difficult and 
must be a matter of opinion. My own 
view is that, after a slow start, monetary 
policy has been increasingly effective 
since about April, 1955. In the summer 
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and autumn of last year its effects were 
mainly negative; without a _ credit 
squeeze and without an increase in 
interest rates consumption and invest- 
ment demand would have _ soared, 
prices would have risen further and we 
should have been in much more serious 
balance of payments trouble. 

Since the turn of this year, slowly 
and with interruptions, but nevertheless 
steadily, I judge that we are seeing 
more positive effects. The economy is 
still overstrained but rather less than 
some months ago—the tempo has not 
increased and seems to be diminishing 
a little. The battle against inflation 
has been effectively joined, but it is 
certainly not yet won. ‘The coming 
months are crucial. The determining 
events lie in the fields of industrial 
costs and public finance, but the bank- 
ing system can help by holding fast to 
present policies. There is no room for 
any letting up. 


No Bank Rate Commitment 


As to the future, I should be re- 
luctant to prophesy, even without 
Suez. Certainly no commitment has 
been given, or will be given, to anybody 
about the future course of Bank rate. 
As usual, it will be considered week by 
week and left unchanged or altered in 
either direction as circumstances re- 
quire. But we shall obviously feel 
more comfortable when circumstances 
justify a somewhat lower pattern of 
short-term interest rates. 

[ make no apology for thinking the 
British banking system the soundest 
and the most efficient in the world. It 
is certainly—partly by reason of cen- 
tralized organization and partly by 
tradition—the most responsive of any 
large banking system to indications of 
official policy. This very responsiveness 
and organization carries dangers with 
it. It may often look easier to deal 
with an inflationary position by restrict- 
ing bank lending than by attacking 
inflation at its real source, which lies 
more often than not in public expendi- 
ture and in fiscal policies. That was 
certainly the experience in the earlier 
stages of the present phase. 

[ hold that restriction of bank credit 


is a necessary brake which should be 
applied when consumption and invest- 
ment are running too fast. But it should 
not be envisaged as a long-term method 
of offsetting other inflationary forces. 
You cannot drive the economic ma- 
chine with one foot on the accelerator 
of public expenditure and the other on 
the brake of credit restriction. As soon 
as the speed of the machine is under 
control, the brake should be taken off 
and kept for emergency use. An in- 
definite period of severe credit restric- 
tion, whether by persuasion, by present 
technical methods or by newly-devised 
techniques, would starve the economy 
and, by inhibiting free competition 
amongst the banks, would prejudice 
both their efficiency and their services 
to the public. 

Conditions have changed very much 
since the years before 1930. The com- 
pass of monetary policy has_ been 
affected by the growth of the Govern- 
ment’s share of the total economy, by 
high taxation, by exchange controls 
and, not least, by the political and 
social developments of the last 25 years. 


Leaning against Wind 


In particular, we must seek to carry 
public opinion with us in understanding 
and approval of what we are trying to 
do. The jargon and technique of 
monetary control are complicated and 
obscure. The objective is simple. Our 
task is, as the chairman of the Federal 
Reserve Board has put it, to lean 
against the wind. When more is being 
spent on consumption and investment 
than the country can afford, our duty 
is to try, by making money more diff- 
cult and more expensive to borrow and 
by making interest rates on savings 
more attractive, to encourage people to 
spend less and save more. 

The use of high interest rates and 
credit restriction in conditions like the 
present is very far from being directed 
towards causing unemployment or re- 
duction in the standard of living. On 
the contrary it is directly wholly towards 
avoiding the disasters which alternating 
boom and slump would bring to em- 
ployment and to living standards. 
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Automatic Handling 





of Cheques 


RESULTS OF AMERICAN STUDY 
By A SPECIAL CORRESPONDENT 


HE application of electronic machinery to banking procedures 

presents a number of difficult problems. ‘These were discussed 

in a series of articles in The Banker in 1953,* and so intractable 

did some of them then appear that it is not surprising that little 
or no progress towards their solution appears to have been made in the 
interval. ‘This lack of progress is more apparent than real, for a sub- 
committee appointed by the London clearing banks is known to have been 
studying the question for some time now. 

That committee has not yet made any public report. From America, 
however, have come two reports that indicate the lines on which the banks 
there are working. ‘The second of these reports, published in July, seems 
to indicate that one of the most difficult problems has now been solved. 
The committee appointed by the American Bankers’ Association in 1954 
had set down the requirements of an automatic system in a brochure issued 
both to banks and to machine manufacturers early in 1955. This made it 
clear that the Association was interested not merely in machinery that 
would “ automate ” the internal accounting of any one bank but in a system 
of coding and reading information electronically that could be common to 
all banks. Only so could electronics be brought to bear on the clearing of 
cheques and unless that could be done much of the benefit of automation 
would be lost. 

A technical sub-committee was set up to evaluate the various systems 
that were being evolved by different manufacturers. After eighteen months’ 
study its findings have been published in a pamphlet entitled ‘‘ Magnetic 
Ink Character Recognition: A Common Language for Check Handling ”’. 

The committee had decided at an early stage that this question of a 





* “‘Electronics and the Banks’”’, by M. S. Goldring, in The Banker for March, April and 
May, 1953.—EDITOR 
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common “ language’”’ or coding system was basic. Although it investi- 
gated numerous machines and systems for processing data, it concentrated 
on the question of how these data were to be fed into the machines and 
whether the cheque itself could be the carrier of the coded information. 

Various methods have been under development that do not depend on 
the cheque as the carrier of information. One of these involves the auto- 
matic wrapping of the cheque in a transparent plastic “‘ envelope’”’ that 
incorporates a piece of magnetic tape on which information is encoded. 
Another requires the attachment to the cheque of a strip of punched tape 
that carries the information required for processing. ‘These systems were 
considered, but as the report of the original committee had spoken in favour 
of coding on the cheque itself, the sub-committee gave its main attention 
to methods that made this possible. 

These were (a) codes or patterns printed with fluorescent ink in the form 
of spots or bars, (5) bar codes, printed in magnetic ink, either on the face 
or the reverse of the cheque, and (c) Arabic characters printed either in 
magnetic ink or in conventional printers’ ink. 


Tests to be Satisfied 


In making its evaluation of the various available systems, the committee 
took into account a variety of factors; these are listed in its report, and can 
be briefly indicated under the following headings. 

Accuracy is, of course, of first importance. It can be defined by two 
factors: (1) the error rate—the number of items that the machine will read 
incorrectly, and (2) the rejection rate—the number that it will discard as 
not readable. ‘The committee’s standard for (1) was perfection—every 
cheque must be rejected where there is a failure of accurate reading. For 
(2) it had expected a rejection rate of 1 in 200, but found that a considerable 
improvement on this standard could be anticipated. 

Tolerances.—In the production of a cheque the three processes of printing, 
cutting and perforation produce variations in the distance of individual 
letters or spaces from one or two edges. Any system, therefore, that 
required encoded information to be placed on the cheque with extreme 
accuracy would necessitate the installation by printers or banks (or both) 
of special machinery for the purpose and would thus increase costs con- 
siderably. ‘The committee concluded that tolerances must not be less 
than plus or minus one-eighth of an inch. 

V erification.—All information encoded has to be checked several times 
in the course of the cheque’s transit through the processes of printing, 
issue, clearing and posting. Codes that cannot be read by the human eye 
as well as by machine must therefore undergo some additional process of 
verification, and it is almost essential that they should show the information 
in Arabic numerals as well as in pattern—unless the machines can read 
Arabic characters. 

Format.—The original committee had stated that complete standardization 
in the size of cheques was not practicable and the sub-committee agreed 
that account must be taken of existing office equipment in use by customers, 
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e.g. for cheque writing. It must therefore be possible for information to 
be coded on cheques substantially in their present form. The simplest 
way to achieve this would be to place all coding on the reverse of the 
cheques, but this would increase both costs and the difficulty of verification. 

Mutilation and Obliteration.—A high rejection rate would defeat the 
objects of automatic operation. ‘The language selected must therefore be 
expressed in durable ink to withstand handling, and reading accuracy must 
not be affected by foreign markings, such as rubber stamps, placed on the 
cheque by customers or banks during processing. 


Magnetic Ink Characters 


Applying these tests to the various systems offered for its scrutiny, the 
committee came to the conclusion that a code expressed in Arabic characters 
and printed in magnetic ink most fully met the requirements of a ‘‘ common 
language”’. Its report gives the reasons for this recommendation, by 
reference to the criteria noted above and several additional ones. 

Accuracy.—Laboratory demonstrations have shown that magnetic ink 
characters of approximately typewriter size can be read as fast as any other 
suggested language and that an error rate as low as one in 100,000 can be 
expected. 

Tolerances.—Printing tolerance requirements are less stringent than those 
of any other language; the reading equipment can accept divergences from 
the ideal position of as much as plus or minus half an inch. Uniform ink 
coverage is not essential as the machine can recognize both lightly and heavily 
inked characters. ‘This is of importance since coding is likely to be done 
at three different stages in the process of cheque handling. 

Printing.—Magnetic ink is relatively inexpensive and the tolerances 
available are such that the encoding of the branch number can be done by 
printing equipment already in use. ‘The affixing of additional information 
—the customer’s code number and the amount—can be done with existing 
office machinery, including the common typewriter, the only additional 
equipment required being a magnetic ink ribbon. 

Verification.—As the coding consists of ordinary Arabic numerals veri- 
fication can be done by eye at every stage. 
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Format.—As the coding would be printed on the face of the cheque 
some changes in format are required, but these are no greater than would 
be necessitated by the adoption of other codes. 

Obliteration.—Of all the media studied, magnetic ink was found to be the 
least subject to mutilation and obliteration. It can be read mechanically 
through overstamping, pencil and ink marks, oil, grease or carbon smudges 
and even through cellophane or paper tape. The ink is as durable as 
ordinary printers’ ink and can be obliterated so far as the human eye is 
concerned and yet be read accurately by mechanical equipment. 

Costs—The cost of electronic machinery capable of reading Arabic 
characters seems likely to be somewhat higher than that required for other 
languages. This will be offset, however, by avoidance of the costs of 
special printing and other equipment that would be necessitated by the 
greater precision with which such languages would have to be placed on 


the cheque. 
Work in Progress 


The sub-committee concludes its report by stating that a particular fount 
of type will have to be selected to ensure that the difference in outline 
between individual characters (e.g. between the characters 3 and 8) will be 
sufficient to ensure accurate reading. Some technical matters of interest 
primarily to manufacturers have also to be settled, but it would seem that 
the committee will be in a position to issue specifications in the fairly near 
future. 

What the committee has done is to settle the method by which informa- 
tion will be fed to sorting and data-processing machines. Individual 
manufacturers will be free to design their own machinery, provided that it 
can read information in the agreed form. 

The report has been adopted by the American Bankers’ Association and 
within a month of its publication it had been welcomed by all the largest 
manufacturers of business machines in the United States and by the repre- 
sentatives of the cheque-printing industry. It does appear, therefore, that 
so far as the United States is concerned the essential agreements have now 
been achieved. 

The most welcome feature of the system proposed is that it does not 
involve a wholesale change-over from existing methods to automatic opera- 
tion. Ofhces using conventional methods can exist side by side with those 
using electronic machinery. Provided that all cheques have the office 
code-number printed on them in an agreed position and in magnetic ink, 
the automatic handling of cheques in the clearing would become possible 
in a comparatively short space of time. From that starting-point the system 
would grow as individual banks adopted automatic machinery for their 
internal accounting, but at no stage would it seem to be essential for every 
bank to do so. 

How the proposed system of coding would fit the British banking system 
is still a matter for speculation, but the results of this investigation will 
obviously be thoroughly scrutinized by the clearing banks’ sub-committee. 
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AMERICAN REVIEW 








HE expected autumn revival in 

business activity is well under 

way. The Federal Reserve 
Board’s index of industrial production 
(based on 1947-49 and seasonally ad- 
justed) rose by two points in September, 
regaining the record level of 144 set up 
in December last year. Before the turn 
of the year manufacturing output seems 
certain to break into new high ground. 
Estimates of gross national product in 
the third quarter were at an annual rate 
of about $413,000 millions, $5,000 
millions above the second quarter level. 

The boom in business plant and 
equipment expenditures and in non- 
residential construction is now being 
reinforced by the more robust outlook 
for the motor industry. Dealers’ stocks 
have been reduced from their unwieldy 
levels of the. spring and summer to 
“normal ’”’ levels; the industry’s con- 
fidence is boosted further by its radical 
changes in design for the new year— 
and by the fact that the new models are 
coming on to a market in which per- 
sonal incomes have been sustained at 
high levels. 

It is noteworthy that, notwith- 
standing the relatively slack sales of 
1956 to date, automobile credit has 
been responsible for about two-thirds 
of a total rise (of about $1,500 millions) 
in all instalment credit outstanding, 
now at a peak of $29,400 millions. 
Though retail sales recently have shown 
no significant change, it seems likely 
that the expectations of the motor in- 
dustry and the general prospect for 
Christmas sales will be sufficient in 
themselves to induce the Federal Re- 
serve Board to hold to its present policy 
of “ restraint ”’. 

In fact, of course, the expected per- 
sistence of buoyancy is based on support 
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from other sectors too. ‘The steel 
industry is working to capacity and 
expects to continue to do so through 
the first quarter of 1957. Sheet and 
strip, in plentiful supply not many 
weeks ago, are now short, and there is 
a large backlog of orders for plates, 
pipes and shapes. The industry is now 
worrying about how to keep operations 
above 100 per cent of rated capacity 
through the winter months. 

Car manufacturers are working on 
an output scheduled at 1,600,000 for 
the final quarter; and the seasonally 
adjusted rate for construction is still 
running near to peak levels—$44,500 
millions, against $43,000 millions last 
year. Public awards—accounting for 
about one-third of total construction— 
are expected to rise further next year, 
though the residential outlook is still 
uncertain, as a result of the monetary 
restraint. The seasonally-adjusted rate 
of house-building has been about 1.1 
millions in recent months, compared 
with an actual level of 1.3 millions in 
1955. Some pessimistic observers hold 
that this rate will fall to 800,000 in 
1957—a figure far below any recent 
year. So far, nevertheless. the Federal 
Government appears unalarmed, and 
has made only very modest concessions 
in loan financing. 


Money Policy Now 


Business loans of the weekly report- 
ing member banks of the Reserve 
System have been rising fairly steeply 
again in recent weeks, touching a new 
high point of $29,850 millions in the 
first week of October, against $25,000 
millions a year ago. ‘The Federal 
authorities continue to be sparing in 
their supply of reserves, and last month 
the Treasury bill rate edged above the 




















official re-discount rate of 3 per cent. 
There has been increasing discussion 
in money market circles about whether 
or not the electoral prospect justifies 
the assumption of any “turn” in 
monetary policy—based on the record 
of the Democrats as a “‘ soft money ”’ 
party and on the widespread belief in 
mid-October that, whatever the out- 
come of the battle for the Presidency, 
the Democrats were likely to secure 
gains in their Congressional strength. 
It is by no means certain, however, 
that political changes, in themselves, 
would alter the near-term prospect. 
The independent policy shown by the 
“ Fed’ dates from the closing years of 


the Truman administration; and re- 
sponsible Democratic party spokesmen 
have acknowledged this change from 
the pattern of cheap money and pre- 
determined short rates prevailing until 
1951. Indeed, since Democratic party 
policies lean rather more closely to 
increased expenditure and budget de- 
ficits, they might even—on the assump- 
tion that present Reserve Board inde- 
pendence is maintained—involve rather 
higher rates. But in the absence of 
any clear political pointer, the working 
assumption must be that money rates 
will continue to be matched against the 


course of economic activity. 


American Economic Indicators 


Production and Business: 
Industrial production (1947-49 =100). . 
Gross private investment (billion $) 
New plant and equipment ee $).. 
Construction (billion $) oa 
Housing starts .. 
Business sales (billion $) 
Business stocks (billion $) 
Merchandise exports (million $) 
Merchandise imports (million $) 


Employment and Wages: 
Non-farm employment (million) 
Unemployment (000s) . 
Unemployment as % labour force 
Hourly earnings (mfg) ($) 

Weekly earnings (mfg) ($) 


Prices: 
= —_ 
Moody commodity (1931 = 100) 


Farm products (1947-49 = 100) 
Industrial (1947-49 = 100) 
Consumers’ index (1947-49 ~ 100) 


Credit and Finance: 
Bank loans (billion $) 
Bank investments (billion $) .. 
Bank loans (weekly) (billion $) 
Consumer credit (billion $) 
Treasury bill rate (%) .. 
US Govt Bonds rate (%) 
Money supply (billion >) 


20 
Federal cash budget (+ or -) (mill $) —6,153 


Notrs—Latest figures are preliminary or 
estimated. Yearly figures are given for 
private investment and equipment for 
1953-55 and then quarterly figures at annual 
rates. Construction figures show monthly 
Business sales and stocks, 
and consumer 


averages 1953-55. 
bank loans 


money supply, 





1956 
1953 1954 1955 
June July Aug Sept 
134 125 139 = 141 136 142 #144 
51.4 47.2 59.3 64.2 — _- 64.0 
28.4 26.8 28.7 34.5 363 — 38.0 
35.3 37.8 43.0 44.1 44.3 44.3 44.5 
1,103 1,220 1,328 104.0 101.0 101.0 93.0 
48.4 46.7 51.7 54.3 52.6 54.4 — 
80.3 76.9 82.1 85.6 85.7 86.0 — 
1,314 1,259 1,293 1,691 1,612 1,516 — 
906 =851 948 1,032 1,050 1,049 — 
55.6* 54.7 56.5 58.6 58.9 59.5 58.7 
1,062* 3,230 2,654 2,927 2,833 2,195 1,998 
2.5* 5.0 4.0 4.2 4.1 3.2 2.9 
1.77 1.81 1.88 1.97 1.97 1.98 2.00 
71.69 71.86 76.52 79.2 79.0 79.6 81.0 
428 441 
389 402 — 416 414 427 £425 
97.0 95.6 89.6 91.2 90.0 89.1 90.2 
114.0 114.5 117.0 121.5 121.4 122.4 122.9 
114.4 114.8 114.5 116.2 117.0 1168 — 
67.6 70.6 82.8 87.7 87.3 87.6 — 
78.1 85.3 78.3 72.8 72.2 73.2 — 
23.4 22.5 26.7 28.8 28.6 29.2 29.7 
29.5 30.1 36.2 37.1 37.1 375 — 
1393 @9S 1.75 233 232 263 250 
3.16 2.70 2.94 2.98 3.05 3.19 3.25 
0.9 209.7 215.7 212.9 213. 4 212. 9 — 
1,082 -740 — —- 


credit show amounts outstanding at the end 
of the period. Moody’s commodity index 
shows high and low 1953-55, and end-month 


levels. 
partial returns only. 


Weekly bank loans are derived from 
Budget figures are 


cash totals 1953-55 and then quarterly. 
* Old basis. 
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1906 — 1956 
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Capital Subscribed . . . Rs. 5,00,00,000 
Capital Paid-Up .. . . Rs. 2,50,00,000 
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the world, the Bank is able to finance business of every description on 
favourable terms. 
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INTERNATIONAL 
REVIEW 








Argentina 

UNFREEZING FOREIGN FUNDS — The 
Minister of the Treasury, Dr Blanco, has 
described the recent “‘ unfreezing ”’ of 
foreign banking funds in Argentina as a 
first step towards the eventual release of 
all frozen foreign balances. He asserted 
that restrictions on remittances abroad 
were being maintained solely because of 
the exigencies of the balance of pay- 
ments; when this improved, transfers 
abroad would be further liberalized. He 
added that negotiations aimed at finding 
a fair solution of the problem of com- 
pensating stockholders of the expro- 
priated Primitiva Gas concern were in 
progress, but that negotiations for a 
settlement of the claims of stockholders 
of another expropriated British utility 
undertaking — the Anglo - Argentine 
Tramways—had not yet begun. 

TESTING THE FREE MARKET—Arrange- 
ments are being made to effect foreign 
exchange transactions for imports of 
industrial machinery through the free 
exchange market on a system of priorities. 
The Government hopes thereby to 
assess the absorption capacity of the 
free market, which it regards as difficult 
to establish since it is largely conditioned 
by the rate of repatriation of Argentine 
balances held abroad. 

EXPORT-IMPORT BANK LOAN—The US 
Export-Import Bank loan to Argentina 
totals $100 millions, some $25 millions 
more than was first reported. It will 
finance both public and private pur- 
chases in the United States of capital 
equipment for transport services, in- 
dustry and agriculture. Public credits 
will be repayable within 18 years and 
will carry an interest charge of 5 per 
cent. It has been stated that the Ar- 


gentine decision on the offer of a British 
credit will be influenced by the outcome 
of an international call for tenders for 
certain public works. 


Australia 


ADMINISTERING THE CUTS — The ‘Trade 
Minister, Mr McEwen, has announced 
that henceforth, because of the strain 
on external payments, new firms will not 
be permitted to enter the import trade, 
and import quota adjustments will no 
longer be made on grounds of hardship. 
The formation of a special committee in 
Sydney to deal with appeals against 
decisions of the import licensing branch 
of the Trade Department, the Minister 
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added, did not indicate any relaxation 
of the restrictions. "These had brought 
many complex problems and it was 1m- 
portant to ensure that supplies of essen- 
tial goods could be imported. He was 
anxious that the committee should pay 
particular attention to complaints that 
seemed to warrant a review of policy and 
should also give keen consideration to 
cases where the claimant argued that a 
ruling of the licensing branch was incon- 
sistent or would treat particular firms 
unfairly. 

SMALLER TRADE GAP—In the three months 
to end-September visible trade showed 
a deficit of £A2 millions, some £A38 
millions smaller than in the correspond- 
ing quarter last year, thanks mainly to 
the drop in imports. 

PREMIERS TO DISCUSS WAGES— [he Federal 
Prime Minister, Mr Menzies, has called 
a new conference of State Premiers for 
November 15 to discuss wages policy. 
A conference held for the same purpose 


‘in August under the chairmanship of 


the Federal ‘Treasurer, Sir Arthur 
Fadden, broke down when both Victoria 
and New South Wales refused to dis- 
continue the practice of making quarterly 
adjustments to the basic wage in the 
light of cost-of-living changes. Since 
then, however, both States have dis- 
played a willingness to reconsider this 
question. 


Austria 


WORLD BANK LOANS—The World Bank 
has granted two loans, totalling US $31 
millions, for financing electric power 
expansion. 

DOLLAR IMPORT FREEINGS ?—It has been 
stated that plans are being drawn up to 
raise the proportion of dollar imports 
liberalized from the present rate of 8 per 
cent to 35 per cent. 


Belgium 

BANKING REFORM—Under legislation to 
be tabled shortly, the minimum legal 
gold cover for the note issue is being 
fixed at 334 per cent. The gold reserve 
currently held by the National Bank is 
equivalent to 45 per cent of the note 
circulation. Before the war the National 
Bank was required to maintain a cover 
in gold and foreign exchange of at least 
40 per cent, of which 30 per cent had to 
consist of gold. ‘This change, together 
with important reforms in the financial 
control of commercial banks, is discussed 
in detail in a contributed article on 
page 707. 

1957 suDGET—Budget estimates for 1957 
provide for current-account expenditure 
of Frs 88,943 millions, against revenue 
of Frs 89,192 millions. Capital outlays 
are being dealt with as usual under an 
extraordinary budget. 


Brazil 


HAGUE CLUB PROGRESS—Countries par- 
ticipating in the multilateral payments 
system governing trade between Brazil 
and the majority of EPU countries met 
in Rio de janeiro early in October to 
examine the progress of the scheme. It 
was generally agreed that the arrange- 
ments were working satisfactorily but 
that better results could be obtained if 
certain difficulties were tackled. It was 
pointed out that, owing to the lower 
premiums established for the currencies 
of some non-member countries at the 
auctions of import exchange, the goods 
of some members were being purchased 
by non-members for resale to Brazil. 
Opinion was divided on the question of 
the admission of new members. ‘The 
entry of other EPU countries was 
favoured, but a number of European 
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members did not welcome the suggestion 
that Spain and Japan be admitted. 


British East Africa 

STOCK ISSUE IN LONDON—The_ East 
African High Commission has made an 
issue on the London market of £3.5 
millions of 54 per cent stock, 1980-84, 
offered at 98%, for financing general 
improvements to the railways and _ har- 
bours. Some £500,000 was taken up on 
behalf of Colonial Government funds; 
the remainder was offered for public 
subscription, and over-subscribed. 


Canada 


BIGGER EXTERNAL DEFICIT—The current 
balance of payments showed a deficit of 
$429 millions in the second quarter of 
1956, making $771 millions for the half- 
year, or more than double that for the 
first half of 1955. ‘The deterioration was 
almost entirely due to a 31 per cent 
increase in imports. Exports were 13 per 
cent higher. 

The net inflow of long-term capital 

rose from $112 millions in the first 
quarter to $350 millions in the second, 
but short-term capital receipts fell from 
$194 millions to $88 millions. Gold 
and foreign exchange reserves rose by 
$30 millions, and the exchange rate 
hardened. 
BANK RATE RAISED—Following a rise in 
the ‘Treasury bill rate to a shade over 
3} per cent, Bank rate was raised by 
¢ to 35 per cent in mid-October. 

The heads of the Toronto and Mon- 
treal Stock Exchanges have announced, 
after talks with the Bank of Canada, that 
there is no immediate danger of restric- 
tions being imposed on the use of credit 
in connection with stock purchases. 
They have, however, conceded that any 
expansion in the volume of credit em- 
ployed in such financing would be un- 
desirable under present conditions, and 
have agreed to keep the situation under 
review. 


Central African Federation 


NEW MERCHANT BANK—A new merchant 
bank, known as Rhodesian Acceptances, 
has been established in Salisbury to 
conduct business as an acceptance and 
issuing house and to promote the de- 
velopment of a short-term money market 
in the Federation. The aims are similar 
to those of Union Acceptances, formed 
in South Africa last November under 
the auspices of the Anglo-American 


Corporation and with Sir Ernest Oppen- 
heimer as chairman. British, Rhodesian 
and South African interests are stated to 
have subscribed the new company’s 
capital of £1 million. Its chairman is 
Mr H. F. Oppenheimer, and the board 
includes Mr T.. H. Brand of Lazard 
Brothers. 


Ceylon 


IMPORT RESTRICTIONS AHEAD? — A 
Cabinet sub-committee appointed to 
make recommendations for the reduc- 
tion of unemployment has advised the 
Government to set up factories for the 
production of some consumer goods 
now imported. ‘To foster home produc- 
tion, the sub-committee points out, 
imports would have to be discouraged. 
It therefore recommends the scaling 
down of imports of some goods and the 
total abolition of imports of others. 


China 

REVIVING PRIVATE ENTERPRISE—Mr Chen 
T Yun, a vice-premier in the Com- 
munist Government, has given warning 
that some prices may rise for a time as 
a result of the Government’s policy of 
encouraging the development of a free 
market within a _ planned economy. 
Some of the measures taken to restrict 
capitalistic industry and commerce, the 
Minister explained, had proved unneces- 
sary and even harmful. He stated that 
grain, cloth and certain other consumer 
goods would continue to be purchased 
and supplied only by the State. The 
free market would handle a little more 
than a quarter of the total value of con- 
sumer goods traffic this year. 


Colombia 


NEW RULES FOR FREE PESO—Because of 
the fall in the value of the peso in the 
free market, the Colombian authorities 
have introduced new regulations for 
transactions in this market, including a 
ruling that banks may not sell or buy at 
rates exceeding those fixed by the 
Superintendent of Banks. ‘To make the 
measures effective and to allow the banks 
some participation in the market, the 
Stabilization Fund has distributed $11 
millions in US dollars amongst the banks 
for use in carrying out certain trans- 
actions. 

The external balance has deteriorated 
further. Reserves have fallen to about 
US $100 millions, compared with $150 
millions at the beginning of the year. 
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Costa Rica 


WORLD BANK LOAN—The World Bank 
has made a loan of US $3 millions to 
the Central Bank of Costa Rica to assist 
the bank to carry out its lending pro- 
gramme for the development of agri- 
culture and light industry. It is expected 
that the money will be used largely for 
financing imports of agricultural ma- 
chinery. The advance is for seven years 
and bears interest at 4? per cent. 
Amortization is due to commence in 


1958. 
Egypt 


DOLLARS FROM IMF—To meet the pres- 
sures imposed by the freezing of sterling 
balances, Egypt has exercised its (auto- 
matic) right to purchase foreign exchange 
from the International Monetary Fund; 
the drawing amounted to $15 millions, 
in US dollars. 

SPECIAL TRADE CREDITS—Special arrange- 
ments have been made to sustain trade 
with a number of countries—by the 
establishment of “‘ swing ’”’ credits and 
other means. New regulations enable 
import licences to be obtainable without 
restriction for goods originating in Japan 
and in Soviet bloc countries that have 


payments agreements with Egypt, but 
tighten the restrictions on goods coming 
from other payments-agreement coun- 
tries because Egypt has reached the 
limit of credit facilities in these cases. 

The Finance Minister _ recently 
claimed that, as a result of these 
measures, reserves were increasing and 
a smooth and unhampered flow of im- 
ports would be maintained. He revealed 
that the Government had arranged with 
Egyptian and foreign banks to finance 
the cotton crop after foreign facilities 
had been withdrawn. 


France 


SUCCESS OF ‘‘ INDEXED ’’ LOAN—Subscrip- 
tions to the new French Government 
5 per cent loan launched in September 
had reached Frs 313,000 millions, about 
double official expectations, when the 
lists closed early in October. This 
success was attributed to the special 
inflation-hedge carried by the loan and 
to the fact that during the first five years 
interest is wholly exempt from income 
tax. 

ARBITRAGE FACILITY WITHDRAWN— [he 
Office des Changes will no longer pro- 
vide French arbitrage dealers and in- 
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vestors with foreign exchange at the 
official rate for investment in capital 
issues made by foreign companies. ‘This 
step reflects the Government’s concern 
at the recent sharp deterioration in the 
balance of payments. 

BANKS’ SATURDAY CLOSING— [‘he Ministry 
of Labour, following a request from the 
bank employees’ union, has decided that 
French banks shall close on Saturdays 
during the coming winter. 


Germany 
D-MARK AND OEEC—The high surplus in 
Western Germany’s balance of pay- 


ments continues to cause concern in 
OEEC. A special OEEC report on the 
problem recommends an acceleration of 
foreign debt repayment, a lowering of 
internal interest rates, fresh liberalization 
of imports by the removal of quota 
restrictions (these are stated te represent 
a serious obstacle to spending abroad), a 
reduction in customs duties and wider 
external investment. 

EXCHANGE FREEINGS—Further measures 
taken to dismantle the country’s foreign 
exchange control include the abolition of 
the system of travel allowances, German 
residents now being permitted to buy 
unlimited foreign currency for travel in 
any part of the world, and the granting of 
permission for German residents to pur- 
chase foreign shares and securities with 
D-marks and invest funds in new in- 
dustrial development abroad. 

TAX RELIEF FOR SAVINGS—T'o relieve the 
pressures of demands for capital for 
housing and some other forms of de- 
velopment, the Government has offered 
to exempt 10 per cent of all income from 
tax for those who are prepared to in- 
vest up to 20 per cent of their incomes 
in mortgage debentures and shipping 
debentures and have these investments 
blocked for three years. 

BANK BILL REJECTED—Early in October 
the Upper House rejected the Govern- 
ment’s Bill on the charter of the Federal 
Bank which is to replace the Bank 
Deutscher Laender. It was objected 
that the charter of the Bank Deutscher 
Laender had proved its worth so well 
that there was no need to make major 
changes, and that the independence of 
the central bank should be maintained 


in full. 
India 


CRITICISM FROM WORLD BANK -— [he 
president of the World Bank, Mr Eugene 
Black, in a letter to the Indian Finance 


Minister, Mr Krishnamachari, has criti- 
cized India’s second five-year plan, 
mainly on the grounds that it envisages 
capital outlays at a rate beyond India’s 
capacity, over-emphasizes the réle of 
the public sector in development while 
making too little use of private enter- 
prise, and pays insufficient attention to 
measures to expand export earnings to 
ease the pressures likely to be imposed 
on the balance of payments. In view of 
these defects, Mr Black asserted, the 
Bank felt that at this stage it could not 
commit itself to any specific amount for 
loans to finance the programme, though 
it would consider any investment pro- 
jects the Indian Government cared to 
put forward. 

Mr Krishnamachari has replied to the 
criticisms and has asked the Bank to 
reconsider its refusal of the commitment, 
suggesting that it might at least agree to 
finalize that part of the import pro- 
gramme of the railways for which orders 
would have to be placed immediately. 
EXTERNAL RESERVES FALL—The deteriora- 
tion in the balance of payments— 
reserves have dropped by Rs 1,360 
millions to Rs 6,100 millions between 
April and mid-October—is causing some 
anxiety. So also are indications that the 
problem of inflation is re-emerging; 
wholesale prices have risen steeply since 
the beginning of this year. 


Irish Republic 


NEW ECONOMIC PROGRAMME— ‘he Prime 
Minister, Mr Costello, has announced 
that the Government is planning a series 
of measures to (1) encourage investment 
in agriculture as a national priority; (2) 
stimulate private investment; (3) en- 
courage home as opposed to external 
investment; (4) stimulate savings; (5) 
promote exports; and (6) achieve the 
results desired by co-operation rather 
than compulsion. Steps have been taken 
to establish an Agricultural Production 
Council and to introduce a system of 
grants for financing factory building for 
industries that will supply essential goods 
not already produced in the Republic. 
ADVERSE BALANCE — ‘The Minister of 
Finance, Mr Sweetman, has stated that 
import spending, though declining, is 
still running ahead of export earnings. 
He would not allow reserves to become 
exhausted and would take every measure 
necessary to protect the Irish pound. 
The special import levy on motor cars 
would have to remain for at least another 
two years. 
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Japan 


IMPORT PROGRAMME EXPANDED — ‘I'he 
official import budget for the six months 
to end-March, 1957, envisages visible 
and invisible imports totalling US $2,341 
millions, or $229 millions more than 
for the comparable period of 1955-56. 
The increase, the Ministry of Trade 
explains, is designed to meet raw 
material requirements generated by in- 
dustrial expansion and to hold down 
prices of items now in short supply in 
Japan. ‘Total exports are expected to 
reach $2,460 millions in the year to 
end-March, against $2,094 millions in 
1955-56. 

STERLING PAYMENTS TALKS— There have 
been discussions with the British authori- 
ties in London about possible changes in 
trade and payments arrangements be- 
tween Japan and the sterling area to 
check the recent decline in Japanese 
sterling holdings. 

Cotton textile exporters have agreed 
to strengthen their voluntary restrictions 
on sales to the American market in view 
of indications that the continued rise in 
trade of this kind may provoke US 
quota restrictions. 


Mexico 


IMPORT RESTRICTIONS—Imports of cer- 
tain products are to be licensed only to 
the extent that the importers of them 
can guarantee the sale of equivalent 
quantities of Mexican goods abroad. 
For some time past Mexico’s external 
balance has been extremely strong, and 
gold and dollar reserves have recently 
reached the record of $400 millions. 
But the authorities fear that export 
earnings may suffer severely from the 
US decision to unload large quantities 
of surplus cotton on world markets. 


New Zealand 


FALL IN EXTERNAL RESERVES—T‘he re- 
covery in external assets experienced in 
the first half of 1956 was reversed in the 
third quarter. ‘Though mainly seasonal, 
the setback has caused some uneasiness 
in official quarters and elsewhere. 
RESERVE RATIOS RAISED—Partly because 
of the new deterioration in external 
payments, there has been a further 
tightening of the credit squeeze. In 
mid-September the minimum obligatory 
reserve ratio of the trading banks was 
raised from 27 to 30 per cent for demand 
deposits, that for time liabilities being 
left unchanged at 10 per cent; at the 
beginning of October the demand ratio 
was further increased to 34 per cent and 
the time ratio raised to 12} per cent. 
Some of the trading banks have been 
compelled to borrow from the central 
bank to raise reserves to the necessary 
levels. Since such borrowing takes place 
at a rate exceeding the maximum per- 
missible overdraft rate, it brings the 
banks under a direct pressure to restrict 
loans further. 


Norway 


SQUEEZE TIGHTENED—The balance of 
payments having shown a deficit of 
Kr 150 millions in the first half of the 
year despite unusually favourable terms 
of trade, the Government has reaffirmed 
the need to curb domestic demand and 
to reduce the pressure on prices. ‘To 
this end, it has asked the private com- 
mercial banks to tighten the credit 
squeeze, and to pay greater attention to the 
purposes for which advances are being 
granted. Its statement also stipulates 
that cheap loans granted by the special 
State banks must be cut and that these 
institutions must charge higher rates of 
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interest for advances for financing new 
housing. 

FREEZE ABANDONED—-The Government 
has announced that it intends to bring 
to an end in two stages the price freeze 
imposed earlier this year on charges for 
municipal services. Many municipalities 
are urgently in need of additional 
revenue. 


Poland 


CREDITS FROM RUSSIA—T he Soviet Union 
has agreed to grant Poland a credit 
valued at 100 million gold roubles 
(roughly £9 millions), has conceded a 
4-5 year extension of certain earlier 
credits, and has agreed that the re- 
mainder of the 1947-49 credits, which 
were to be repaid in gold or foreign 
exchange, may be discharged in goods. 
The new credit, which bears interest at 
2 per cent, will be repayable between 
1957 and 1960. Much of the money is 
expected to be spent on Soviet food and 
raw materials, but part of it may be 
devoted to purchases from Western 
countries. 


South Africa 


RELAXING IMPORT CONTROLS — The 
Minister of Economic Affairs, Dr Van 
Rhijn, has announced provisional re- 
laxations in import restrictions for 1957. 
He stated that in the near future a 
modified restricted list would replace 
the existing list and this would have the 
effect of reducing materially the number 


of restricted articles. Quotas would not 
be raised in general, but special provision 
would be made for deserving new busi- 
nesses. 
CAPITAL IMPORT NEEDS—l'he Minister 
of External Affairs, Mr Eric Louw, has 
estimated that the Union currently re- 
quires foreign capital at a rate of £40 
millions a year. He expected that, of the 
annual requirement, some £10 to £15 
millions would be obtained by official 
borrowing and the balance by private 
transactions. 

The country’s first ‘‘ drive-in”? bank 
has been established by the Netherlands 
Bank of South Africa in Johannesburg. 


Switzerland 


LOAN TO WORLD BANK—The Swiss 
Government is to lend to the World 
Bank Sw frs 200 millions, to be trans- 
ferred at the beginning of 1957 in con- 
vertible Swiss francs. Interest will be 
at 3% per cent, and repayment will be in 
six annual instalments between 1960 
and 1965. 

TO JOIN GATT ?—Negotiations are to be 
opened for the provisional adherence of 
Switzerland to the General Agreement 
on Tariffs and Trade. ‘The main ob- 
stacle to Swiss membership hitherto has 
been its system of import restrictions to 
protect domestic agriculture, much of 
which is concentrated in relatively poor 
mountain areas. ‘The GATT charter 
does not normally allow countries with 
fully convertible currencies to maintain 
such restrictions. 





CORRESPONDENCE 


Banking in Nigeria 


Sir,—I write in order to call your 
attention to an article on Nigeria which 
appeared in your September issue. 


The second paragraph of this article 
gives impression that the National 
Council of Nigeria and the Cameroons, 
which is the party in power in Eastern 
Nigeria, has urged the Government to 
review its banking policy with a view to 
ending all financial transactions with the 
Bank of British West Africa and other 
British banks in the country. 


May I respectfully point out to you 
that it is a mis-statement of fact. What 


the NCNC did was to urge Govern- 
ment to review its banking policy with a 
view to cancelling the use of the Bank of 
British West Africa as a depository of 
Government funds. 

The other British banks in this country 
have not given cause for my party or for 
my Government to adopt the course of 
action published in your paper.—Sin- 
cerely yours, 


NNAMDI AZIKIWE, Premier, 
Enugu, Nigeria 
September 24, 1956 
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APPOINTMENTS AND RETIREMENTS 


Barclays Bank—Head Office: Mr I. H. 
Clegg, a controller of advances (London 
District), to be a general managers’ assistant. 
Cambridge District, Local Head Office: Mr 
D. R. C. Cross, local directors’ assistant at 
Luton, to be local directors’ assistant. East- 
bourne, Trustee Dept: Mr E. J. Ellmore from 
Trustee Dept, City, to be manager on 
retirement of Mr A. R. Liddell. London— 
Brook St: Mr W. G. Evans from Brompton 
Rd to be manager; Caledonian Rd: Mr W. I. 
Owens from Maida Vale to be manager; 
Curzon St: Mr N. F. Macdona from 
Marble Arch to be manager; Fenchurch St 
(City Office): Mr G. H. Parker from New 
Bond St to be joint City Office manager on 
retirement of Mr E. W. R. Mason; Kensing- 
ton High St: Mr S. S. G. Robinson from 
208 Regent St to be manager on retirement 
of Mr D. C. Fuller; Limehouse: Mr F. E. 
“Croasdell from Eastern to be manager; 
Maida Vale, Elgin Ave: Mr H. T. Y. 
Bonner from Russell Sq to be manager; 
New Bond St: Mr A. H. Foley to be 
manager; Poplar: Mr F. Stokes from Lime- 
house to be manager on retirement of Mr 
E. L. Clutterbuck; 27 Regent St: Mr R. 
Lewis from Curzon St to be manager on 
retirement of Mr D. A. A. Grant. Abergele: 
Mr T. R. Mills to be manager. Battle: 
Mr R. A. Guthrie from Lewes to be manager 
in succession to the late Mr H. Bassett. 
Brecon: Mr E. Francis from Tregaron to be 
manager on retirement of Mr E. Jones. 
Bude: Mr R. L. Kenyon from Devonport 
to be manager. 

District Bank—Head Office: Mr G. E. 
Winnington from Bolton to be assistant 
general manager. London—Wzimbledon: Mr 
G. A. Caughlin to be manager. Bolton: Mr 
S. Wild to be manager. Bury: Mr W. H. 
Fothergill to be manager. Glossop: MrJ.N. 
Porter to be manager. Hounslow: Mr J. B. 
Wilkinson to be manager. 

Lloyds Bank-——-Head Office—Staff College: 
Mr J. A. D. Freeman from Weymouth to 
be instructor; Chief Inspector’s Dept: Mr 
G. T. Child has retired; Overseas Dept: 
Mr W. A. Parr to be principal, outward 
collections section, on retirement of Mr 
H. R. Davis; Pall Mall: Mr S. J. Cruise to 
be a section manager on retirement of Mr 
S. J. Broderick. Aldershot: Mr C. R. 
Daniels (Staff College) to be manager on 
retirement of Mr T. H. Willoughby. 
Camelford: Mr W. M. Thomas to be 
manager. Cheddar: Mr J. A. Millar from 
Totnes to be manager on retirement of 
Mr L. H. Middle. 

Martins Bank—Leeds District Office: Mr 
J. Servant has been appointed Leeds Dis- 
trict general manager; Mr J. A. McGregor 
from Liverpool has been appointed assistant 
district manager. Bristol: Mr A. W. Thomp- 


son from Penrith to be manager. Dartford: 
Mr F. R. Ravenshear from London District 
Office to be manager. Tunbridge Wells: Mr 
A. R. Streeten from Brighton to be manager. 
Midland Bank—Head Office: Mr T. B. 
Meays from Brighton to be a superin- 
tendent of branches in succession to Mr 
J. H. Cook. London—Barnes: Mr A. Mark- 
wick to be manager in succession to Mr 


E. F. W. Beckwith; Lower Edmonton: Mr 
E. F. W. Beckwith from Barnes to be 


manager on retirement of Mr L. J. Rivett; 
Stepney: Mr R. S. T. Jarvis to be manager 
on retirement of Mr T. M. Craft. Dar- 
laston: Mr H. W. Drury from Birmingham 
to be manager in succession to the late Mr 
E. L. Pugh. Swansea, Castle Sq: Mr J. H. 
Cook to be manager on retirement of Mr 
T. J. H. Griffiths. Totton: Mr R. C. Tofts 
to be manager. Withernsea: Mr E. C. Kirk 
to be manager on retirement of Mr A. M, 
Angus. Executor and Trustee Co—Head 
Office: Mr B. A. U. Trew from Reading to 
be a superintendent of branches in suc- 
cession to Mr A. Beardsmore; Birmingham: 
Mr A. Beardsmore to be manager on retire- 
ment of Mr F. Hales; Reading: Mr C. W. 
Aucock from Pall Mall to be manager in 
succession to Mr B. A. U. Trew. 
National Provincial Bank—Head Office— 
Advance Dept: Mr H. W. B. Wadman and 
Mr E. J. W. Buckler to be controllers. 
Bingham: Mr A. H. Bass to be manager. 
Birkenhead: Mr D. W. Hetherington from 
Bury to be manager. Birmingham, Foreign 
Branch: Mr E. H. Cutbush to be manager’s 
assistant. Bury: Mr S. Shaw from Man- 
chester to be manager. Chalfont St Giles: 
Mr G. S. Golding to be manager. Liverpool, 
Adelphi: Mr E. K. Ferry from Darlington 
to be manager. Long Eaton: Mr C. M. D. 
Tait from Ilkeston to be manager on retire- 
ment of Mr H. Sutcliffe. Newcastle, Staffs: 
Mr J. LL. Cook from Head Office to be 
manager. 

Westminster Bank—Head Office: Mr R. 
Paterson from City Rd to be an inspector of 
branches. Income Tax Dept, Cheapside: 
Mr. H. J. Land to be principal on retirement 
of Mr F. L. Bigg; Mr R. W. Brewster from 
Cavendish Sq to be deputy principal; Mr 
D. . Wren to be assistant principal; 
Cavendish Sq: Mr H. C. Dobson from 
Cheapside to be principal. London—Cheap- 
side: Mr G. F. Goode to be manager; 
Chelsea: Mr C. H. G. Hart from West End 
Office to be manager on retirement of Mr 
D. P. Gravatt; City Rd: Mr J. Dawson to 
be manager. Guernsey: Mr E. J. Downie 
from Cheapside to be joint manager with 
Mr E. J. Kiddy and to become sole manager 
on retirement of Mr Kiddy. Hatfield: Mr 
F. C. W. Lane from Cockfosters to be 
manager. 
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BANKING STATISTICS 


Trend of * Risk’’ Assets 


(£ millions, except for italicized figures, which show percentages of gross deposits) 











Change on 








1955 1956 latest 
Sept July Aug Sept month 
Barclays: 
Advances 391.8 371.3 375.4 361.1 14.3 
% 28.8 27.5 27.6 26.5 
Investments 463.9 465.6 465.7 470.1 4.4 
oo 34.1 34.5 34.2 34.6 
Lloyds: 
Advances 342.3 347.6 349.5 341.0 » B.S 
% 29.8 30.8 30.8 30.1 
Investments 387.5 361.8 366.9 365.7 1.2 
% 33.7 32.0 32.3 54.3 
Midland: 
Advances 414.4 412.3 415.5 395.0 -20.5 
% 30.1 30.5 30.4 29.0 
Investments 490.0 462.3 402.1 402.1 — 
% e 35.6 34.1 29.4 29.5 
National Provincial: 
Advances 276.2 271.1 258.0 249.1 8.9 
% 34.3 35.4 33.6 32.7 
Investments 226.0 211.6 211.8 221.0 9.2 
0 28.0 27.9 27.6 29.0 
Westminster: 
Advances 265 .3 258.2 258.5 245.6 -12.9 
“ 32.7 32.1 31.4 30.5 
Investments 264.7 249.3 227.5 242.6 15.1 
% 32.6 31.0 a7. 30.1 
District: 
Advances 67.5 66.1 65.6 64.3 Sa 
10 29.3 28.7 28.8 28.3 
Investments 80.4 73.1 73 1 72.8 0.3 
y A 34.0 31.8 32.1 52.8 
Martins: 
Advances 98.5 88.1 91.2 87.7 3.5 
% 353.5 29.9 30.5 29.2 
Investments 86.1 85.2 85.4 85.4 — 
~. A << 29.3 28.9 28 .6 28.4 
Eleven Clearing Banks: 
Advances 1,981.7 1,929.8 1,930.3 1,859.6 - 70.7 
» A $2.2 30.9 30.6 29.7 
Investments 2,083.9 1,993.0 1,918.1 1,946.9 28.8 
yy 32.9 31.9 30.4 31.1 
Trend of Bank Liquidity* 
1955 1956 
Mar June Aug Sept Dec Mar May June July 
[ee ee ee 
Barclays « ao new Ss west Se eee ae Ps ae 
Lloyds .. ease oe a8 2.2. Pee Ree 6a. Sek ae 
Midland . at B.S 25 22.9 Ws. Bee 2s. 22.8.2 
National Prov 20.7 22.8..28:1 22:8 22.8 2.2: see 2.2 oe 
Westminster.. 29.7 28.1 30.1 32.0 36.3 33.1 32.4 31.3 33.7 
District + ee Se: 2a) ae. ee ae eee ee ee 
Martins ee HS TF: lS R.8 BS Se. 22. ae 
All Clearing 
Banks .. 29.9 30.1 32.0 33.5 37.4 33.1 33.2 33.5 34.4 


Change 


on 
year 


30.7 
6.2 


1.3 
21.8 


19.4 
87.9 


27.1 


- 19.7 


—] 
—1 


* Cash, call money and bills shown as percentage of gross deposits. 
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22.1 


10.8 


22.1 
37.0 








Averages 
of Months 
1921 
1922 
1923 
1924 
1925 
1926 
1927 
1928 
1929 
1930 


1931 

1932 
1933 
1934 
1935 
1936 
1936 
1937 
1938 


1939 
1940 
1941 
1942 
1943 
1944 
1945 


1946 
1947 
1948 
1949 
1950 
1951 
1952 
1953 
1954 
1955 


1951: 
Oct 
Nov 

1955: 
Sept 

1956: 
June 
July 
Aug 
Sept 
*'Ten cl 


Ways and Means Advances: 


Bank of 


Public Departments 


Net 


Deposits 


: {mn 
1,759 
1,727 
1,628 
1,618 
1,610 
1,615 
1,661 
1,711 
1,745 
1,751 


1,715 
1,748 
1,909 
1,834 
1,951 
2,088 
2,160 
2,225 
2,218 


2,181 
2,419 
2,863 
3,159 
3,554 
4,022 
4,551 


4,932 
5,463 
5,713 
5,772 
5,811 
5,931 
5,856 
6,024 
6,239 
6,184 


5,981 
5,973 


6,108 


6,042 


earing banks for 1 


England 


Treasury Bills: 


Tender 
Tap 





Liquid 
Assets Ratiot TDRs 
£mn % 
680 38 — 
658 37 _- 
581 35 -- 
545 33 — 
539 32 — 
532 32 
553 32 a 
584 33 ~ 
568 32 —- 
596 33 — 
560 32 _ 
611 34 — 
668 34 ~ 
576 31 — 
623 31 ~~ 
692 32 —- 
713 32 ~ 
683 30 - 
672 30 
648 29 _— 
785 31 73 
676 23 495 
712 22 642 
723 20 1,002 
788 19 1,387 
886 19 1,811 
1,280 25 1,492 
1,646 29 1,308 
1,703 29 1,284 
1,920 32 983 
2,345 39 430 
2,308 38 247 
2,097 34 —- 
2,201 35 _— 
2,190 34 
2,098 33 
2,423 39.1 177 
1,981 32.0 108 
2,125 33.5 7 
2,109 33.5 — 
2,146 34.4 an 
2,240 35.6 ~~ 
2,315 36.9 — 


Banking Trends since World War I* 


Invest- 
ments 


£mn 
325 
391 
356 
341 
286 
265 
254 
254 
257 
258 





Oct 15, 
1955 


{mn 


re 
272.3 


3,470.0 
1,810.2 


5,554.8 


732 


Sept 22, 
1956 
{mn 


254.5 


3,590.0 
L,oae. 8 


5,169.6 


Sept 29, 


1956 
{mn 
238.0 


3,610.0 
1,338.2 


Advances 


{£mn 
$33 
750 
761 
808 
856 
892 
928 
948 
991 
962 


919 
844 
759 
753 
769 
839 
865 
954 
976 


991 


955 
858 


921-35, thereafter eleven except for italicized line for 
+ Ratios to gross deposits, i.e. including items in course of collection. 


Floating Debt 


Oct 6, 
1956 
{mn 


oun 
253.7 


3,610.0 
1,338.8 


5,204.8 


— — ——— —— 





Combined 
Ratiot 


64 
64 
67 
69 
69 
70 
69 
68 
69 


60.8 
1936. 


Oct 13, 
1956 


{mn 


we 


3,610.0 
1,322.7 


eh i ee 


5,182.0 
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National Savings 


(£ mn) 
Change 

Savings in Total Total 

Certi- Defence Savings Total Accrued Defence Remain- Remain. 

ficates Bonds Banks Small Interest Bond ingIn- ing In- 

(net) (net) (net) (net) Maturity vested* vested 
1948-49 .. - 6.6 - 6.4 +39.8 +26.8 102.8 -52.1 +59.5 6,101.9 
1949-50 .. —-23.4 -18.6 -— 29.7 -71.7 100.8 -0.9 +24.2 6,126.7 
1950-51 - 5.5 -20.7 - 64.7 - 90.9 95.3 —- + 4.1 6,130.8 
1951-52 +19.8 -14.7 - 90.3 -— 85.2 94.1 -42.6 -36.5 6,094.3 
1952-53 .. +20.8 -11.3 -131.6 -122.1 88.3 -45.5 -73.4 6,020.9 
1953-54 .. +19.0 +0.3 - 79.3 - 60.0 88.6 -38.4 -12.2 6,008.7 
1954-55 +45.8 +50.0 - 35.5 +89.5 89.4 16.0 +120.8 6,126.2 
1955-56 .. +20.9 +63.3 - 76.4 - 32.7 77.6 -49.0 - 5.8 6,119.0 

1955-56 
April-Aug +12.9 t+ 5.9 -—- 38.2 - 19.4 34.0 —- 6.6 - 9.0 6,134.0 
September - 0.3 - 1.4 - 0.8 —- 2.5 5.8 -—- 3.4 Nil 6,134.0 
1956-57 

April-Aug + 6.0 + 6.2 - 17.8 - §.6 25.9 -28.0 5.0 6,114.0 
September + 8.7 - 0.7 + 1.6 +11.0 -1.8 -1.3 9.0 6,123.0 


* After taking account of net sales through the Post Office Savings Bank of Government 
securities other than defence bonds. 


Britain’s Gold and Dollar Reserves 
(Millions of US dollars) 


Net Gold and Dollar 


Surplus (+) or Deficit (—) Financed by: 






































Reserves 
Net Special at End 
Years and With With Surplus Ameri- Payments Change of Period 
Quarters EPU* Other or can and in 
Areas Deficit Aid Creditst Reserves 
1946.. — — — 908 — +1123 + 220 2696 
1947.. = — 4131 — +3513 - 618 2079 
1948.. a —1710 682 + 805 — 223 1856 
1949.. oo - 1532 1196 + 168 - 168 1688 
1950.. + 3 +791 + 805 762 + 45 +1612 3300 
1951.. —112 — 876 - 988 199 —- 176 - 965 2335 
1952.. — 276 — 460 ~ 736 428 - 181 - 489 1846 
1953.. +113 +433 + 546 307 - 181 + 672 2518 
1954.. + 85 +407 + 492 152 —- 400 + 244 2762 
1955.. — 169 ~ 406 - 575 114 - 181 - 642 2120 
1955: 
I oe ae ~ 143 - 144 49 a - 95 2667 
II .. + 56 — 88 —- 32 45 — + 13 2680 
III .. —105 — 240 — 345 10 — - 335 2345 
IV .. —119 + 65 —- 54 10 ~ 181 - 225 2120 
1956: 
January Pe + 46 + 23 6 — + 29 2149 
February .. - 8 + 63 + 55 6 — + 61 2210 
March .. - 16 + 78 + 62 5 — + 67 2277 
I .. — 47 +187 + 140 17 — + 157 2277 
April oo +47 + 47 4 — + 31 2328 
May -- + 29 +9 + 38 3 — + 41 2369 
June .. + 16 - 2 + 14 2 — + 16 2385 
II .. + 45 + 54 + 99 ve) —- + 108 2385 
July - 19 t+ 30 + 11 16 - 7 + 20 2405 
August - 51 - 68 —- 119 4 —- 14 —- 129 2276 
September .. -— 34 — 94 — 128 3 +- 177 +  §2 2328 


* Portion of deficit or surplus settled in gold (in month following each accounting period). 

+ Payments comprise annual service charges on the US and Canadian loans in eac 
December from 1951 to 1955; also, initial payment of $99 mns on funding of EPU debt and 
repayment of $112 mns to IMF in 1954, and further $7 mns on EPU funding in July, 
1955; and $14 mns to IFC in August last. Credits comprised $4,909 mns in 1946 from 
US and Canadian loans; $420 mns from IMF in 1947-49; $325 mns from S. African gold 
loan of 1948; and $177 mns from sale of Trinidad oil company in September, 1956. 
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BANOQUE DE COMMERCE 


Established 1893 


Capital and Reserves: fr. 165.000.000 
ANTWERP — BRUSSELS — OSTEND 





000 


Every description of banking business. Full and 
up-to-date information backed by an intimate 
knowledge of the regulations in force, is available 
to bankers, merchants and manufacturers inter- 
ested in seeking to develop trade in Belgium. 


000 


Special Agents in Belgium for 
BARCLAYS BANK LIMITED, London and affiliated banks 
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of the Board of Directors of the State 
for the year 


[Te following are extracts from the Report 
Commercial Bank, Burma, 
ended June 30, 1956. 

Economic activity and with it business 
activity continued at a high level throughout 
the year under report. Production in agri- 
culture and other natural resources of the 
country was maintained above the levels of the 
previous year. Existing industries expanded 
their output while certain new industries had 
commenced operations. Security conditions 
improved generally and further progress was 
seen in transport and communications. ‘The 
results of the General Elections held in April, 
1956, confirmed the stability of the Govern- 
ment. 

The high level of economic activity was 
accompanied by an expansion in domestic 
money supply without compensatory increase 
in exchange reserves. Due to lower export 
prices of agricultural produce, the earnings 
from export trade declined during the year and 
were inadequate to meet the needs of the 
expanding economy. Consumption and invest- 
ment made heavy demands on imports and 
efforts to maintain a healthy level of exchange 
reserves inevitably led to rising prices. ‘The 
situation was worsened by artificial scarcities 
created in the market and by uncertain deliveries 
and higher prices affecting several imports. 

In a situation where the creation of credit 
by the central bank played a major role, cor- 
rective action would appear to lie in a curtail- 
ment of such credit or the absorption of new 
money through increased imports, savings and 
taxation. Government has already taken 
measures to limit its development expenditures 
to projects which had been started and must be 
continued. World Bank loans successfully 
negotiated during the year to finance the 
rehabilitation of the Burma railways and the 
port of Rangoon would help to relieve the 
pressure on money supply to a considerable 
extent. The country’s economy is still basically 
sound and measures taken by the Government 
to conserve exchange reserves have succeeded. 


Money Rates 


The money market remained steady through- 
out the year with virtually no changes in the 
money rates except for the seasonal variation in 
call money rate between 1 per cent and 2 per 
cent during the first quarter of 1956. Short- 
and medium-term Government borrowing con- 
tinued at 1 per cent on Three-Month Treasury 
Bills, at 2$ per cent on Three-Year Treasury 
Bonds, at 3 per cent on Five-Year ‘Treasury 
Bonds and at 34 per cent (compound interest 
rate) on Twelve-Year Savings Certificates. 


Capital Market 


The Government and the Union Bank of 
Burma continued to be the main sources of 
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capital for both public and private enterprises, 
although the corporations set up by the Govern. 
ment had commenced financing the sectors of 
economy within their respective fields. Govern. 
ment loans issued to various State boards 
during the period of nine months up to March, 
1956, for which figures were available, amounted 
to K 11.37 lakhs and those to local authorities 
during the same period totalled K 9.02 lakhs. 

In October, 1955, a financial agreement was 
signed with the Government of India, and 
under this agreement the Government of India 
agreed to make a general purpose loan of 
Rs 20 crores to the Government of the Union 
of Burma available for use in the sterling area, 
The loan carries interest at 4 per cent per annum 
and is repayable in half-yearly instalments of 
Rs 23 crores beginning with 1959. The 
Government has not yet availed itself of this 
loan at the time of this report. 


Trade and Exchange 

Provisional figures available up to June, 
1956, indicated that total exports and imports 
during the period under review amounted to 
K 102.31 crores and K 84,76 crores respec- 
tively, resulting in a trade surplus of K 17.55 
crores, against K 19.22 crores during the same 
period in 1954-55. The favourable balance of 
trade was achieved mainly at a sacrifice of 
imports which declined from K 97.63 crores 
in 1954-55 to K 84.76 crores in 1955-56. The 
export proceeds also registered a fall of K 14.54 
crores. Reversing the trend of the previous 
year, the composition of import trade showed 
a greater proportion of consumer goods relative 
to capital goods, the former being 66 per cent 
of the total imports. Imports from United 
Kingdom increased from 23 per cent to 28 per 
cent during the year, and this country main- 
tained her position as the chief supplier of 
Burma’s needs. 

To ensure an adequate and continuous flow 
of essential consumer goods into the country, 
the Government increased the issue of import 
licences from December, 1955. 

Rice trade agreements with Indonesia, 
China, Japan, Hungary and Mauritius con- 
tinued to remain in force during the year under 
review. These agreements provided for the 
rice sales in 1956 of 50,000 tons to Indonesia, 
150,000 tons to China, 250, 000 tons to Japan, 
50, 000- 70,000 tons to Hungary and 30,000 tons 
to Mauritius. Rice trade agreements with 
India, which were concluded in September, 
1951, for the supply of 900,000 tons of rice, 
expired in December, 1955. Negotiations were 
in progress at the end of the year under report 
to sign a new agreement involving the supply 
of 2,000,000 tons of rice to India over a period 
of five years. 


Balance of Payments 


The balance of payments position had been 
deteriorating steadily since 1953, and in 19544 
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large deficit of K 42.20 crores was recorded. 
In 1955, however, the adverse trend was 
checked effectively by Government controls. 
The deficit in the balance of payments was 
notably reduced to K 13.35 crores in the first 
half of 1955 and in the second half a surplus 
of K 1.53 crores was realized. At the end of 
the vear 1955 the deficit was only K 11.82 
crores, as against K 42.20 crores in 1954. 

This marked improvement in the balance of 
payments was mainly the result of measures 
taken by the Government to curb imports and 
was also partly due to a reduction in the non- 
recurring foreign exchange payments which 
were very high in 1954. Consequently, further 
depletion in exchange reserves, which had fallen 
from K 93.84 crores at the end of June, 1954, 
to K 54.41 crores at the end of June, 1955, was 
effectively checked and the reserves stood at 
K 54.84 crores at the end of June, 1956. 


Organization and Operations 


In spite of heavy pressure at the Head Office 
in Rangoon, the Bank was able to keep to its 
programme of opening five branches during 
the year. In March, 1956, the Head Office of 
the Bank at Rangoon moved into more spacious 
quarters, which are also closer to the main 
banking and business area of the city. 

During the second year of its operation, the 
Bank’s business increased considerably. 

The total number of Current, Savings and 
Special Deposit Accounts held by the Bank 
increased from 1,207 at the end of June, 1955, 
to 4,838 at the end of June this year. Total 
deposits at 1,835 lakhs at the close of the year 
represented 25 per cent of the total deposits of 
all commercial banks on the same date. 


The investments of the Bank increased 
during the year by K 91 lakhs to K 1,509 lakhs. 
These were made up entirely of short- and 
medium-term Government securities and were 
valued at market rates prevailing on June 30, 
1956. 

The rate of expansion in the volume of 
business may be seen in the increase in the 
Bank’s total Balance Sheet figure from K 3,042 
lakhs on June 30, 1955, to K 4,056 lakhs at 
the end of June this year. 

In November, 1955, the Government paid 
in a further subscription of K 100 lakhs 
towards the share capital of the Bank, thereby 
increasing the paid-up capital to K 200 lakhs. 
This was in keeping with the need to strengthen 
the capital structure of the Bank relative to the 
size of its deposits. 

The ratio of total advances to total deposits 
has risen from 9.3 per cent to 35.1 per cent in 
the year under review, and the figures reflect a 
satisfactory rate of progress. ‘The opening of 
five branches contributed to the expansion 
under loans and overdrafts. 


Foreign Business 


Foreign business handled by the Bank during 
the year under report recorded a much higher 
level of activity than last year. With the 
increasing activity in foreign business, the 
Bank’s correspondent relationships have been 
still further extended. ‘The extension naturally 
followed the direction of trade, and accordingly 
new relationships were initiated in all clearing 
account countries. As at June 30, 1956, the 
Bank was represented in 35 countries by 45 
banks of first-class international standing. 








STATE COMMERCIAL BANK, BURMA 
Balance Sheet as at June 30, 1956 


LIABILITIES 
CAPITAL: KK 
Authorized 5,00,00,000 
Issued and Paid 
| ..  2,00,00,000 





2,00,00,000 
30,00,000 
14,55,500 


RESERVE FUND i 

PROFIT AND Loss ACCOUNT 

Deposits (including Current, 
Savings, Fixed, Special and 
Call Deposits) .. a .. 18,34,74,651 

BILLS PAYABLE rm ,o> Sel aes 

BORROWINGS — 


OTHER LIABILITIES AND 
ACCOUNTS i - 7,68,67,389 
ACCEPTANCES, ENDORSEMENTS 


AND GUARANTEES, PER CONTRA 10,83,95,314 





40,56,15,547 





OTHER ASSETS AND ACCOUNTS 
ACCEPTANCES, 


XXX1 


ASSETS 
Casi: K 
In Hand and with 





Union Bank .. 5,52,63,511 
With other Banks 1,18,53,102 
With Treasuries 42,71,825 
7,13,88,438 
MONEY AT CALL AND SHORT 
NOTICE .. ae na ie —-- 
BILLS PURCHASED AND  DIs- 
COUNTED - 64,83,492 
LOANS, ADVANCES AND OVER- 
DRAFTS (after providing for 
Bad and Doubtful Debts) 2,28,29,487 


INVESTMENTS : 

Government and 
Government 
Guaranteed 
Securities 15,09,33,055 

Other Securities -- 





15,09,33,055 
4,55,85,761 
ENDORSEMENTS 
AND GUARANTEES, PER CONTRA 10,83,95,314 


40,56,15,547 











eceoeoeeeeeee &© © © @| 
—and brings you a full ; 


4% TAX FREE 


Equai to £6.19.2 PER CENT GROSS 


TUE aol Lemtelel ta 
MAXIMUM SECURITY 


% Easy withdrawals | % Any amount accepted up to 
5,000 _y 


%* Income tax borne by the , 


Society * No depreciation 


25 yous of Poglesswe expansion 
JUNE 1931—JUNE 1956—ASSETS NOW EXCEED £4,000,000 
Full particulars from the Secretary: STATE BUILDING SOCIETY 
54 State House, 26 Upper Brook Street, Park Lane, London, W.1 
Telephone: MAYfair 8161] 




















AIR CONDITIONING 


for all appbications 


TEMPERATURE LIMITED 
BURLINGTON ROAD FULHAM — LONDON SW6 


Cables: TEMTUR LONDON 








Phones: RENown 5813 p.b.x. 




















BOUND VOLUMES 
OF THE BANKER—1955 


Complete bound volumes for 1955, in green half-leather, 
are available for £3 Os. Od. including postage and packing 


READERS’ OWN COPIES 
Can be bound in green half-leather for 
£1 Os. Od. per volume plus 2/- postage 








The Publisher, THE BANKER, 72 Coleman Street, London, E.C.2 
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